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April 4, 1997

MEMORANDUM FOR THE PRESIDENT

FROM: DONNA SHALALA
DAN GLICKMAN
BRUCE REED

SUBJECT: TEXAS WELFARE PLAN

As you know, Texas has asked for federal permission to issue a “request for offers” for a
private company to operate an integrated enrollment system for Medicaid, Food Stamps,
Temporary Assistance for Needy Families, and potentially other nutrition and workforce

programs.

We believe we must give Texas an answer immediately. The state has engaged in good
faith discussions with various agencies for more than 9 months, and state officials are now

publicly criticizing the Administration for the delay.

We believe we have a compromise proposal which will break the stalemate -- a proposal
based on existing Medicaid laws and regulations, that will allow the state to explore innovative
ways to deliver public services while ensuring beneficiaries’ rights to assistance and maintaining
many public sector jobs. As shown in the chart below, our plan would allow Texas to use private
contractors to obtain information from applicants and assist them in completing their applications
for benefits. However, the determination of eligibility would be conducted by public sector

employees.

Texas Union "Our
Allows Private Contractors to: Proposal Proposal Compromise
Assist Individuals in Yes No Yes
Completing Applications
Determine Eligibility Yes No No
Consider Appeals No No No
Conduct Quality Control No No No




Our plan would:

. Protect beneficiaries by ensuring that only public sector civil service employees
determine benefit eligibility, consider appeals, and conduct quality control
operations, and ensuring that the contract does not contain incentives that would
lead to inappropriate denial of program benefits.

. Maintain public sector jobs associated with the determination of eligibility for
benefits.
. Allow Texas to achieve program efficiencies through a bidding process. The

Texas legislature, in authorizing the project in 1995, required that any savings
fund additional health and human services programs. The Bush Administration
has not committed to how these savings would be reinvested, but estimates the
state could save enough to expand health care coverage to up to 150,000 needy
children.

We would allow the state of Texas to release a request for offers based on these
principles. Once the state chooses among the bids, the state would be required to submit to HHS
and USDA the proposed contract for approval. The Administration would refuse the contract if
it did not meet our standards.

Background on the Texas Proposal

The new welfare law explicitly allows states to contract with private entities to administer
Temporary Assistance for Needy Families (TANF). Because of this new authority in TANF, a
few states are seeking new contracting authority for Medicaid and Food Stamps as well, so they
can operate privately-run, one-stop eligibility centers. In addition to the Texas proposal,
Wisconsin has submitted a proposal which would allow 10% of its welfare caseload to be served
by private entities (this percentage could significantly increase in later years). We will continue
to meet to consider Wisconsin’s proposal.

Federal agencies and the state of Texas have been negotiating since June 1996 over the
state’s proposal to privatize the administration of TANF, Medicaid, Food Stamps, and certain
other federally-funded nutrition programs. Last spring, the state legislature passed a welfare
reform plan with bipartisan support, with endorsements from Lt. Gov. Bob Bullock and other
leading Democrats. This legislation did not specifically call for privatization but authorized the
state to conduct a bidding process. Under the potential proposal, private contractors could collect
information about applicants and make eligibility determinations. The State would retain control
over the appeals and quality control processes.

Texas argues that it cannot proceed with plans to contract out TANF (as the welfare law
allows) unless the Administration permits private contracting for Food Stamps and Medicaid,
because maintaining separate eligibility systems for these programs would create administrative
difficulties. To take the most obvious problem, a dual system would require many individuals to
go to one location to apply for TANF and another location to apply for Food Stamps and
Medicaid.



As you know, labor leaders would like us to refuse the Texas request entirely They see
even limited privatization as a dangerous precedent and have made clear that they v1ew this
decnslon as critically important to public employee unions.

Recommendation

All the relevant agencies and White House offices agree that the Administration should
adopt a compromise position which would give Texas the opportunity to seek a partially
privatized integrated system. This position would draw the line on the basis of our existing
Medicaid law and practice, which would aliow privatization of some but not all administrative
functions. Under this approach, the application, interview, and other information-gathering could
be done by private employees; the eligibility determination itself, as well as appeals and quality
control, would remain in the hands of public employees. In addition, the Administration should
require that any contract Texas enters into protects applicants’ and beneficiaries’ privacy rights
and does not include tncentives that would lead to inappropriate denials -- or, as OMB notes,
inappropriate issuances -- of program benefits.

The Medicaid program already allows private hospital workers to do intake and eligibility
work, up to the point of actually determining eligibility. For the Food Stamp program this
approach would require the granting of administrative waivers.

Allowing privatization of these functions, conditioned on appropriate contract incentives
and safeguards, strikes the right balance between allowing states to explore innovative ways to
deliver public services and ensuring that applicants’ and beneficiaries’ rights are protected. It is
true that this approach will allow the state to displace some state workers. But the potential for
displacement is much lower than under the state’s own proposal. In any event, we have crossed
this bridge already in Medicaid and other contexts -~ for example, the Department of Labor has
granted a waiver to Massachusetts to contract out all employment services and is prepared to do
the same for other states as well.

In line with this view, we recommend that we inform Texas of the principles we will apply
in reviewing any privatization contract and give formal permission to the State to issue its RFO.

Once the State accepts a bid, the Administration will review whether the contract appropriately
accords with our principles, and bar the state from proceeding if it does not.

Approve

Disapprove
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Record Type: Record

To: Emily Bromberg/WHQ/EOQP
ce: Cynthia A. Rice/OPD/EOP, Elena Kagan/OPD/EOP
bece:

Subject: Re: On privatiz, HHS has done a document and USDA is doing one too 13

| think we and the agencies are basically in agreement, although USDA may balk at the last
minute. | don't know if labor has asked for a Donna meeting.

Emily Bromberg

Emily Bromberg
03/27/97 11:16:36 AM

Record Type: Record

To: Diana Fortuna/OPD/EOP, Cynthia A. Rice/OPD/EOP

ce: Eiena Kagan/CPD/EOP
Subject: Re: On privatiz, HHS has done a document and USDA is doing one too @

thanks. i'd like copy of the hhs and usda paper as soon as they are available. what's the next step?
is it another conversation or are we ready to accept where the agencies draw the line? has labor
asked for a meeting with Donna?

-
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Texas HEALTH AND HUMAN SERVICES

February 19, 1997

- ————— —— meeas e s ) e i sty |

Donna E Shalala, Ph.D.

Secretary
Uﬂtﬁ&ﬂammﬁmdm&mmanw .
200hdependameAvanue.sw S R
Washington, 0. C. 20201 !

Rmrammmedtanmamm&mp}njm.

Y

Dear Secratary S_halala: : £ !

The purpose of this later s to respond to corraspondence dated January 31, 1887, from Mr. Mark
Ragan, Director of the Office of State Systams, Administraion for Childran and Families, o my offica
regarding the roview of the State of Texas' raquedhapprwﬂdﬂmﬂaqmafor%nfurmeTms
‘integrated Enroiment Servicos [TIES] projact. [Copy attached.] Mr. Ragan advises that the ACF and
HCFA condniue 1o review the RFQ and that a final decision bagwmn‘lﬂ'ﬂsﬁma.l'hshtesmat
dlaussbmmbe{ngcmdudadatmehtghealevdsmﬂmDH
.

ltlsﬂwmfnreappropdatatodmdmyannmsahommaappmalpmeasstnywrofﬁcoandtoinfwm
yau of my office’s plans, basacd on our unden‘tandlng of appicab: fedanlragulaﬁuns. 1o rolease the
TIES Requaest for Offers {RFO).

Asynumayhmﬂ:e&?ateafﬁmﬂrroughﬂxhagemy meStatanndloncampeuﬂve
Gavamment, .has embarked on a challenging Initiative to intogrite the efigihillty determination and
ciant enroftment functions of several public assistance programs, including Modicaid and cash
assistanca under he Temparary Assistance to Needy Families program.  The State’s overarching goal .
is to improve service to recipiants ofpubﬁcassmtanmbymmngaﬁqmandtahmadvawe
oftadmimlandbmmessmmvaﬁ:navaﬂabbmmmmtpm The'State alsa has selected .
mmpdmammtoanmmagepubﬁc-matecompeﬁhonand.mmapmoess stimulate the
formation of public-privaie parnershipa. ‘

The Texas Legislatura directed this agency and the Council te|determine the potential benefits of
cordracting out these functions and, if this option was deemed [feasibla, authorized this. agency 1o
contract out those functions. Foflowing an axtensive study of the programa ta be included in the project
and an assessment by the Council, the Council detenmined that there was a compelling business case
to support the cantracting out of eligibility determination and enrallinent functions. The Council directed
this agency to prepare and conduct a competitive procurement o implement the Councit's findings.

WaﬁrStpresmwdtMRFOfbrmmgratedmdmm e for required prior approval to your
agency and the Department of Agriculture in June of 1986. Folowing an extensive review and

|

P.O. Box 13247 « Austin, Texas 78711 < 4800 North Lamar, Fou?.h Floor, Austin, Texxas 78751
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Page 2 ! :
comment by the federal agencies, we met with agency I mAuaﬂnanulyza,mami
25. Bagad on tha input and direction we recsived from federal sthff and athers, we resubmitted the
RFQ and Planning APD for the project for prior federal approval én October 17, 1896. We racsived
acknowtadgment in a latler from Mr. Joseph F. Casla, Director of hStatnSystemsPolicyStaﬁfor
ACF, dated Octaber 24, 1997. _

Wen:atmaaagmnmhfedemluaﬂatmaaﬁmdmmwum&wbemﬁexamﬂam
November 15, 1986, where wa received additional comments and tirection. We received requests for
darification from DHHS and USDA on November 18th. We i
roquests on November 27 and Decembor 13, 1996. Mr.
cormespondance we have racehved friim tha Departasent o this Treater .o T T e

|

memmmdmmemeMMmamaﬁmdmmmwmtm
approval, we belleve a DHHS regudation adopted last year ﬂwsmeof‘roxaatopocead [
with the implementation of the TIES on & provislonal basis the Depadrtmant's prior approval.
The reguiation. endified at 46 C.F.R section 85.611(d), prun% prompt agency action on statas'
fequests for prior approval of Planning APDs. implementation APDs, RFPs, contracts, and certain
conract amendments. Under the new raguiafion, & siate's requebt is automatically deemed to have .
provisionaily met the prior approval condfions of the regulations f DHHS has not, within 60 days
mmmme«mntmrmmmdmsmsmmmm
wrilten approval, disapproval, or a request far infarmation.

Based on our understanding of the purpose and intent of the regulation, we believe that, due ta the
dalayml’ademladbmthesatehaupmﬂdmaﬂymetmnw{appmvalmruﬁundDHHSand
USDA regutations.

In the notice of preposed rule makmgﬂﬁtappaaadmﬂzFaderaﬂRagm the Department explained
that the “prornpt action” regulation was proposed in the interest of increasing efficiency and reducing
federally-imposed burdens on the states. The Depariment’s avowed inention was to help stutes
contain coste by minimizing the delay. in granting required approvals. The Department acknowledged
mmmlmmmmeupwmmmmwwmsmuumtu
penalized by sxcessive delay in the Department’s approval. See 6D Fed. Reg. 37858 (July 24, 1885).
On fina! adoption of the regulation, the Dapartmont sespondad to|a comment that the regulation may
be amployed to delay the approval of state requests by offering expllut assurance that “this will not
happen.” 81 Fad. Reg. 39804, 38896 (July 31, 1998).

Unfortunately, # appears that this is precisely what has occurred with the State's request for approval
of the TIES RFO. Our concem is that the curmant and — f wa interpret your agency’s actians correctty —
.potertially imterminable delay in the approval of the TIES RFO vi tea the apirit, if nct the leftar, of the
prompt action regutation. Certain that this s not the Department’s: n, we believe it is reasonable
to interprat the ragulauontommeStateometopwsedwﬂhmeTlEs project under the
provizianal approval criteria of the regulation.

- where fedaral approval takes longer than 60 days. It soems dear, though, that the policy basis for the
reguiation was to bring closure to a process thet unfarty delays and adds coste to propasad state
action. The Departmant’s actions imply, however, that & interprats the regulation to permit an extension
of the period of review for an additions! 60 days upon delivery of written notico to the state. This
application ls plainly at adds with the Department’s justification fer}hanﬂe i

The regulation is silent as to the Department’s duty and a state'fs’ reasonable expectations n m”

S/E IDvd gl gHO:*HOdd 91:61 ¢L6-pZz-g3d
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ff the reguiation is to apply In this instancs, we think the Fnore paasc: s application would be to
pumtﬂnDapa:tmmmmNaanaddlﬁonﬂ&Ddaysmmmmfuappmval when it
M(i)maddhmairmmﬂnmﬂbshhw(a pcofves information from tha stats in
respanse to such a request. Under this interpretation, the Derpartme wuidbamqumd,m&aen
days foliowing the requast or receipt of infarmatian, to provide the siate a wiitten approval, daapproval,
or request for additiond information. Mr. Ragan's lsttar of Janusry 31, than, wouki nat extend the
Depmmn‘smbwpubummnddmtpWam;dw or request additional
irfeemnation fram the State. .

Accordingly, under this reading of the prompt. revh\uegulahan_gsm of'!'exaswasdeemedtn
have provisionally met the prior approval conditions of fegulations, meaa:ﬁas!.on.!anualyw 1897
(60 calandar days following November 19, 1998, the darte of the Department's request for more
information) or February 11, 1987, at the fatest (60 days fo!owmﬂnShbs Docember 13, 1896,
submission in responsa to the November 19 request).
A

Based on this understanding of the regulafion, myshﬂhpznmdingm&ﬁnalmmhnnufﬂuﬂlss
RFO for formal release to the marketplace: if we are incowrect in: our reading of the regulations, we
betiove it is the Depariment's responsibifity to so advise arx] provide the State of Texas information
necessary to fulfil the prior approval requirement. If wa rexceive no direction from the Departmernt by
February 28, 1897, wowlaaaumayoummomraadtngofma reguaﬂonsmﬂmwilfmnaﬂy
issue the TIES RFO.

Wehavaemdudndthadsalos;wnﬁowfedardpmwmﬂnmmoatm::dhm:mlhﬂnspﬁ'uof
partnarship. We think this commitment is critical to the ultimate success of the TIES project. Aimost
without exception, our federal counterparts have been exctremely helpful in providing my staff useful
advice and direction. -Their input has been indispensable to ensuring the suceess of the projact. Yet,
daspite these offorts and repeated assurances of 2 prompt fedaré) decision, we appear no doser fo
approval than we were naarly nine months ago when we first approached our federal partners. To my
knowledge, we have responded (or hava attemptad to respond) to every request for information and
ctarification from federa! oversight agencies. We are unawware of any reason why the RFO cannot be
Issued at this tUme. Mr. Ragan's letter iscleass ma fingering or Insurmountable issues regarding the
project. Thua, we are left to speculate whather the delary in approval is for masons other than the
adeql.nacyofﬁnRFOandcompﬁameMmfadaalmdmmm. :

| agree with Mr. Ragan that a project as large and ambitious as TIES deserves careful consideration,

and wa are committed, as your staff are, o -ensuring that tha needs of our clients and taxpayers’

interasts are protected. However, aach month of delay in the redaase of the RFO casts the taxpayers of
Texas. Te date, the Stala of Texas has invested approximately $1.8 mifion in the planning and
davelopment of the TIES prujsd.Addiﬁoml expandituras Wil no doubt be necessary to accommodats
furthor federal delay.

More important, we canservatively estimate that each morth of delay in the statewide impismentation
of integrated enroflment in Texas costs the taxpayera of thiz stale at least $10,000,000. The Texas
Legisiaturs, in autharizing this project in 1885, nstructed my office to direct the savings generated by
integrated enroliment to fund addiional health snd human servicas programs. | estimate that the
annual savings in administrative costs aione generated try TIES cotild pravide health care coverage an
addiiona! 150,000 needy Texas children. Thus, the inabifity of the fedaral suthorities to fuffll their
. | ‘
I

v
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February 18, 1997 co

Page 4 P \
uspnnmbﬁbasihnﬂnﬂmsuuahientafﬂuuTszslsgdanuiiand h-hnnuadﬁacﬂylarauragencua
centg and the citizens of Texas.

'lragmtmm:munnmmmary Mnhmmmmmmmdhﬁms
Legisiature is implamented and the interaats of the people of Texas are advanced. We firnly befieve
that the TIES project is the right thing for recipients of public essaisiance and tha State of Texas, and it
is long overdue. § understand cur efforis have bean criickzed by people wihnse intarests may be to
preserve the stathus qua. Unllke your staff, thesa persana edther have not taken the time to cansult with
us, have not givan Us the caurtesy of an open and hanest discussion of the ssues, or have chosen to
mmmmmummmauwmmmmmmtcmmwgmmmm
taxpayers. .

WavlewthoﬂESprojadasanopmwmyhmﬁn'Pmaiduannmn%vhbnofamﬁmmmm
impertant and critical decislons of government are made clasest 1o the peopie whose ives they affect.
We aiso share his bellef that restoring {o the states this responsibilty and authorlty is critical to
reforming the welfare system and mesating the challengea of the ndxt century. And we agrae with your
recent remarks that “when we tanjet cur fesaurces responsibly and innovativaly, when we team up
with our private and public parners, and when we act as tough, sawwy manager, the faderal
govenment can help lsad the way in creating a stronger and healthiar nation — a nation capable of
mﬂngcmﬂangeabom::ldandm With your hsip, the Stata of Texas can follow a similar path.

Conseqguently, | respectfully ask for your assistance in resolving the apparent impasse over the
approval of the Texas Integrated Erroliment Gervices Request for Offers. As always, we are prepared
to supply any information you or your staff may need to reach a prompt and carecs dediaion.

Al

Michael D. MceKinney, M.D. / °
Commissigner

e e i e, . e il
——— =

Attachment

c Governor Geargse W. Bush
Lieutenant Govemnor Bob Bullock  © ' :
Smakef Pala Laney . L ?
Comgtreller John Sharp ! o
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Income Maintenance Branch -

Office of Management and Budget
Exccutive Office of the Presldcm
Weshingion, DC 20503
Please route to:
Ken Apfel l“:_:“""“‘i e
Pex your zequesl -

hemisbdow x

Wﬂk informational copies for:

Pl 202/395-46K6
Fax 2023950851 . _ .
- Room: #8222 C
Subject: Background paper on Texas
Privatization

From:  Stacy Dean

fleragency issue paper on the Texas TIES privatization proposal. You and

37 Ipful for Monday’s mecting with Bruec on the subject. T would caution you
though that the agencies have not provided final comments on the paper — Medicaid in particular
will probably want to change quite a bit since the perspective of the paper is largely Food Stamps.

_Also, agency principals have ot yet scen the paper. Our goul was fo share it with them by
Wednesday of next week.

TN iaANS ©F  FZT JE-ST -3 T T
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February 7, 1997

Income Mamtenance Branch

Office of Management and Budget

Executive Office of the President

Washington, DC 20503
Please route to:

IP)lu:ision nooded —_—
Rarbara Farmer, ETA/DOL Foo v infoemtion
Margaret Pugh, ACF/HIIS Per yourroQueR,
Terry Watt, ACF/HHS e romagks below X
M.Il'(]' SVOlm’ HCFA!HHS ! W ith b‘ﬁ;mw ﬁr
David Cade, BCFA/HHS .~ T st iogrsiiurie g OO
Dana Sitmik, US/OT'M . Murray, Jeff Fackuy, Bob Rideout
Ron Hill, GCYUSDA ’ '
. C e Phone,  202/395-4686 .

Carolyn Foley, FCS/USDA - . ' _ ' Fax: 2003950851

Room: #8222
Subject: Backpround paper on Texas
Privatization

From:  Stacy Dean

Atuached js a drafl interagency issue paper on the Texas TIES privatization proposal. This paper
was pulled together by USDA and OMB usmg the mformnhon prtmdod 1o us by USDA, ACF
HCFA, OPM and DolL.. This pa e ] ! eIYS
as a decision paper, Please review lhc paper a.nd la me know :f ynu havc any cammcms. At Ihe
moment, the paper has quilc a bit of information on each program and many of the issues relating
to privalization. 1t probably needs a bit morc of a global view and more of an cffori 1o draw out
commonalities and distinctions among the programs. During the process of compiling each
agency’s paper info one piece we've taken some libertics. H we've madvancmly obscured or
deleted important information from your section, please let us know, -

By Tuesday morning, we’d like your comments on the paper. By then we should be able to
pull together a final plece which we can 2ll share with our principles on Wednesday.

Thank you very much for your {imely and valuable input.

Barbara Farmer, ETA/DOL. ph- 202-219-5585 | fx: 202-219-6510

Margarct Pugh, ACK/IIS  ph: 2024016944  fx:  202401-4678
Terry Watt, ACF/HHS ph: 202-690-6437 fx:  202-401-6400
Marty Svolos, HCFA/HHS  ph: 410-7864582  fx:  410-786-3252
David Cade, ICFA/HHS  ph:410-786-3870  fx:  410-786-002S
Dana Sitnik, US/OPM ph: 2026062820 fx:  202-606-2663
Ronlli), GC/USDA . ph:202-7206181 fx:  202-720-6910
Caralyn Foley, FCS/USDA  ph: 703-305-2473  fx:  703-305-2098
Stacy Dean, OMB ph: 202-395-7762  fx:  202-395-0851

A LI oT :FY PS> QT
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PRIVATIZATION OF FEDERAL PUBLIC ASSISTANCE PROGRAMS

OVERVIEW
. !
This paper has been prepared jointly by staff from the Departments of Agriculture (Food
and Consumer Service), Health and Human Sexrvices (Heatlth Care Financing '
Administration and Administration for Chidren and Families), Labor (Employment and
Training Administration), and the Office of Personnel Management (OPM). The Federal
agencies have been meeting recently to discuss the general background and issues
surrounding privatization initiatives that are under review within the Departments and to
explore options for making final decisions and responding to States.

ISSUES REQUIRING DECISION e e e

To what extent should the States be permitted to transfer the respensibility for eligibility. -
determination for Federal public assistance programs to the private sector through
competitively bid contracts? And, may the Merit System of Personne! Administration
requirements be waived to allow States to enter into contract agreements?

!
BACKGROUND :

There is increasing interest among the State wwelfare agencies in transfemring the
administration of public assistance programs to the private sector through competitively
bid contracts. This interest stems in part from the efforts of the Federa! and State
govermnments to test new methods to improve program services and {0 increase self-
sufficiency among program recipients.

Contracting or privatizing certain functions of the public assistance programs Is not new.
For ingtance, all States that have implemented an Electronic Benefit Transfer (EBT)
systemn for the issuance of benefits have a contract agreement with a private entity.

What is new is the possibility of contracting with private entities to perform functions that
have historically been the responsibifity of the public sector, such conducting the
determination of eligibility and certification for public assistance programs such as the
Federal Food Stamp Program and Medicaid. While the new welfare law explicitly
permits States to privatize TANF administration and service provision, no other major
Federal public assistance pregram has such broad latitude’, Privatization would require
a waiver of current statutory and regulatory provisions refated to the Merit System of

! Note that eligibility for $8 billion in Peli Grants and $25 billion in student loans ara routinely
determined by largely non-Federal, non-public entiies.

DRAFT:
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Personnel Administration as required under section 11(e)(6) of the Food Stamp Act of
1977, as amended, and as required under section 1902(a)(4) of the-Social Security Act
(Medicaid Program).

in addition to its TIES proposal for welfare programs, Texas also plans to privatize labor
exchange services authorized by the Wagner-Peyser Act. Therefore, the Department
of Labor {(DOL) is in the process of a broad policy and legal review of the extent to
which entities other than the State'employment security agencm may deliver basic
labor exchange and unemployment insurance sefvices.

)
CURRENT PROPOSALS REQUIRING DECISIONS ABOUT mE MERIT SYSTEM OF
PERSONNEL ADMINISTRATION

Texas integrated Enroliment Services (TIES)

TIES is a statewide privatization initiative of the Texas Health and Human Services
Commission (HHSC) and the Texas Council on Competitive Govemment (CCG) in
support of a State law enacted in 1995. Under TIES, the certification and eligibifity
determinations for most public assistance programs, including the Food Stamp, Special
Supplemental Nutrition Program for Women, Infants and Children (WIC), TANF and
Medicaid programs, would be contracted fo the private andfor public sectors through
competitive bids. The TIES proposal does not address contracting out the delivery of
unemployment insurance or employment services funded by the Department of Labor.

. - i

The TIES proposal would require a waiver of the merit system reqlirements under the
Food Stamp Act. HCFA is reviewing the extent to which merit systemn requirements
may be waived. The Federal agencies and the State of Texas have been negotiating
the conditions for releasing a Request for Offers (RFO) for TIES since May 1996. With
the exception of a final decision about the merit system provisions contained in the
RFQ, all other issuos have been rescived.

Texas wias expecting final approval of the RFO in January to be able to release the
RFO by the end of the mornith. Two consortia have been develeped with the Intention
of bidding on the RFO. One consortium is composed of the Texas Workforce
Commission, International Business Machines Corporation and Lockheed Martin
Corporation. The other consortium consists of the Texas Depantment of Human
Services, Electronic Data Systems Corporation and the Unisys Corporation. Arthur
Anderson has also indicated an interest in the proposal but has not aligned itself with a
State agency. .

wisconsin Works (W-2) .
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Under the W-2 proposal, the State is contracting on a competitive basis with public or
-private agencies for certification actions such as gathering client eligibility information,
conducting eligibility interviews and data input. The State, presuming the Department
of Agricufture’s approval of its waiver request of the merit system requirements for the
Food Stamp Program, relgased its Request for Proposals (RFP). ‘We have been
advised by State officials that the contract process has been completed for one County
{with over 80 percent of the State caseload) without the inclusion of the Food Stamp
Program. Contracts have been awarded to six private, non-profit agencies.
i

[insert information on Wisconsin and Medicaid.]
b

Legislation enacted in the State of Texas, effective September 1, 1888, provides for the
delivery of labor exchange services that are authorized under the Wagner-Peyser Act - - -.-
and currentty delivered by State employment security agencies by local workforce
development boards and private, non-governmental providers. Thus far, Texas has not
considered contracting out the delivery of unempioyment insurance services. The
Department of Labor has urged Texss to delay implementations until the Dopartment’s

review is completed. ‘ '

In addition, the State of Massachusetis, with the Depariment of Labor’s approval of a
grant to impiement a One-Stop Career Center system throughout the State, has
awarded contracts o private-for-profit entitles to deliver labor @xchange services in
several local areas under that grant. Other States such as Montana, Utah,
Pennsylvania, and lowa are on the threshold of requesting similar:approval.

ORGANIZED L ABOR RESPONSE

The Departments of Agriculture and Health and Human Services have received
numerous letters from employee unions about the TIES proposal, . including the
American Federation of Labor and Congress of Industrial Organizations (AFL-CIO), the
American Federation of State, County, and Municipal Employees (AFSCME) and the
Service Employees Intematjonal Union. The unions assert that a waiver of the merit
system would result in a dedine of clignt gervices, including access to program benefits
and client confidentiality. The Department of Agriculture received over 1,000 letters
from employees in Wisconsin objecting to the W-2 project.

in the case of the Texas workforce development legisiation, the Department of Labor
has received a letter from the AFL-CIO guestioning the legality of privatizing
employment services.
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CURRENT PROGRAMS - Certification and Other Program Requirements
Food Stamp Program ’

The Food Stemp Act requires certification, i.e., the application and eligibility ,
determination process, to be completed by merit system employees. Certification,
however, is not defined in statute.. As supported by legisiative history to the Act, current
regulations specify that the required interview be conducted by merit system

employees. Given the complexity and discretion that may be required in the food

stamp certification process, the food stamp interview is crucial to accurate ,
determinations of eligibility and benefit level. It is through the food stamp interview that
the worker solicits most household information, determines the necessity for additional

e

vefrification or resolution of questionable information; and-ascertains the need for
appropriate policy decisions. lf is also the applicant household's opportunity to have
face-to-face contact with a public employee. Volunteers and other non-merit
employees may assist an applicant household in other actions related fo certification
but may not conduct the food stamp interview or certify & household. During recent
debate on welfare reform legislation, Congressional conferees reinserted the merit
system provisions in the Food Stamp Act that a previous Senate bill had deleted.

Medicaid

Similar to Food Stamps, the entire application process, from taking an application to
making the final eligibility determination, is performed almost entirely by employees of
the State agency responsible for administering the Medicaid program. The Medicaid
statute and regulations contain very little about the eligibility determination process, and
virtually nothing about what entities may or may not perform specific functions within
that procass, except that the determination of efigibility must be made by the agency or
agencies specified in the State plan,

Unlike Food Stamps, the Social Security Act provides for “out stationing” which aliows
the State to use private sector employess to perform sarne eligibility process at
locations other than State TANF offices for certain groups of applicants. Outstationing
was incorporated into the law as to increase program access when the law was
amended to substantially broaden the categories of eligible individuals.

States have the option of staffing outstation locations with State employees or non-
State employees (e.g., contractors of volunteers), or a cormbination of both. Because
out stationing can involve the use of non-State employees to perform certain eligibility~
related funcfions, regulations specify which functions can be perfonned by non-State
employees and which must be performed by State workers.
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Non-State employess staffing outstation locations can perform "initial processing® which -
includes: (1) taking applications; (2) assisting applicants in completing the application;

(3) providing information and referrals; (4) obtaining required documentation; (5)
assuring that information contained in the application is complete and (6) conducting
any necessary interviews, k

Non-State employees are specifically precluded from: (1) evaluating the information
contained in the application and supporting documentation; and (2) making a
detemmination of eligibility or ineligibility. Actual evaluations and determinations can be
made at the outstation location or at a State Medicaid agency office, but they must be
made by a State employee authorized to make eligibility deterrninatlon for the State
Medicaid agency.

Section 104 of the Block Grant for Temporary Assistance for Needy Families (T. ANF)
specifically allows States to "administer.and provide services” under tttle | and Il of the
welfare reform legislation through contracts with charitable, religious or private
organizations. Therefore, there are no prohibitions to privatization initiatives, such as
TIES, related to merit personnel pI'DVISIOI'lS for the TANF. '

However, the merit systemrequirements remain in effect for the Title IV-E of the SSA
(Foster Care). Even though no State has proposed to privatize any aspect of its Foster
Care Program, the Administration of Children and Famifies is exammlng the
implications of the merit system requirements for Title IV-E.

WAIVER AUTHORITY TO CONDUCT DEMONSTRATION PROJECTS

The Food Stamp and Social Security Acts provide the Departiments with the authority to
waive most statutory requirements to aliow the States to conduct demonstration
projects. However, because authority for the Marit System of Personnel Management
was transferred from the Departments to OPM under the intergovernmental Personnel
Act of 1870, USDAwould need to obtain concurrence from OPM prior to approving any
demonastration project that would waive the Merit System of Personnal Management.
However, HHS believes they would not need OPM's concumrance for such a waiver. .

INTERGOVERNMENTAL PERSONNEL ACT
When the intergovemmental Personnel Act (IPA) was written, it was presumed that
services would be provided directly by State or local employees who were acting in Ileu

of Federal employees; this was this was the reason for establishing for a Merit Systern
of Personnel Administration. While the JIPA is silent on whether States or Ioca_l
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governments may contract for getvices, the law does provide for rnaximum flexibility
within the requirements for merit principles in the administration of grant-in-aid
programs by grantees. However, as the roles of govemment and the relationships
between the State and the Federal govemment continue to evolve, a determination
must be made as to whether new ways of doing business can be ‘carried out under
existing laws, or whether change in those faws is required. While government
contracting with the private sector for commercial products and services is not new, the
Texas proposal raise$ the possibility of contracting with private entities to perform
functions that have historically been the responsibility of the private sector. This
proposal would require a waiver by OPM of cument statutory and regulatory provisions
related {o the Merit System of Personnel Administration provision of the IPA.

% ¢

The current proposals under review by Fexderal agencies appear tb conflict with the -~ === ==

requirements of the IPA_ Although OPM has not consulted with their General Counsel .

for a legal opinion, OPM is conﬁdent that it does not have authority to waiveany. . .. - -.
provisions of the statute. In fact, OPM counsels have consistently heid that OPM does’

not have authority to waive its own regulations, unless such waiver is specifically

provided for. The Administration could elect to seek legislative change.

This leads us back, then, to examining the Texas proposal and shredding out what is
inherently governmental and must therefore be performed by merit system employees,
and what is commercial and can therefore be contracted out. The: OPM General
Counsel has relied on OMB Circular A-76 to define what is and is not an inherently
governmental function. Inciuded in the definition of governmental functions are “those
activities which require elther the exercise of discretion in applying Govemmental
authority or the use of value judgment in making decisions for the Government.
...Govemnmental functions normally fall into two categories: (1) The Act of
govemmg, .{2) Monetary transactions and entitiements...." It would appear that some
contracting is appropriate but wholesale contracting may vnolate the intention of
Congress to ensure that administration of grant-in-aid programs be conducted by
employees covered by a merit system of personnel administration,

OPTIONS FOR TEXAS TIES

: 3 innel Administration. This option would allow
the State to almost fully pnvatlze its eligibility process, requiring only that the State
certify the final defermination, This approval would require Use of the Food Stamp
Program and Medicaid programs' statutory demonstration authority, with the necessary
approval of waivers of the Merit System of Persannel Adminigtration by OPM. The
Departments’ waiver authority for demonstrations is intended to test innovations and is’
not intended to approve long-term operational alternatives such as those proposed by
Texas. .
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Approval of the waiver may result in additional cbjections from employee unions and
advocacy groups but would be supported by States, the National Governors
Association and private corporahons which have formed alliances wn'h public agencies
to respond to the RFO. 5

Deny Wajver of Merit System of Personnel Administration. This omion would require
the State to perform all Medicaid eligibility functions, including intake, interview,
processing, and final determination and cerlification. Even though this is the most
restrictive option, it may be the most legally supportable option for‘the Medicaid
program based on statutory and regulatory requirements involving proper and efficient
administration of the program. A legal argument could be made tHat the Medicaid
statute restricts third-party eligibility activities to specrﬁc eligibility gmups and SItuahons
and, thus, is not applicable to the TIES proposal. - - ——- -- e

This option also would require the State to continue to be responsible forthe Food - - - -~
Stamp interview and determinations of eligibility and benefit level, It is also important to

note that during the recent debate on welfare reform legislation, Congrassional

Conferees reinstated the merit system provisions in the Food Stamp Act that a previous
Senate bill had deleted.

A denial of a waiver for the TIES proposal may seriously disrupt the progress the
Federal and State agencies have made on the proposals. The Federal agencies would
receive serious objections from the State and private corporations. Also, a denial may
be viewed as inconsistent with the Administration’s support for allowing the private
sector to be more involved in the administration of public assistance programs.

Redefine Cetificaticn. The Food Stamp statute requires certification to be completed
by merit system employees, while the Medicaid statute allows non-metit personnel
outstantioned personnel to perform some elements of the application process. States
want to reinterpret the laws so that compliance could be achieved through the
autormnated processing of data by computers which are programmed under State
agency direction fo make eligibility and benefit decisions.

A middle ground could preserve more merit system involvemnent in a complex eligibility
determination process that requires judgment. The Federal agencies could to revise
regulations (Food Stamp Program) or publish an appropriate Notice in the Federal
Register (Medicaid) to require merit system review of applications and interview results
before benefits were determined (a process comparable to the Medicaid outstations or
supervisory reviews currently used by many State agencies in the Food Stamp
Program). However, this cption may not allow the States to make privatization
intiatives financially worthwhile.
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Approve small-scale demonstration projects. The Departments support privatization
initiatives that may result in improved services and/or administrative costs savings.
However, both Departments have concerns about statewide initiatives that have not
been proven to be effective and may seriously affect program access to low-income
households. For instance, TIES is a Statewide initiative in a State that issues annually
approximately 10 percent of food stamp benefits issued nationwide. The Department
of Agriculture further believes it would be imprudent to eliminate the interview from merit
employe% on a statewide basis w:thout further testing. i

y
A demonstration limited to a srnall number of counties may be supportable by the
advocacy groups. Private corporations may object or lose interest in smali-scale
demonstration projects. It is unclear how the unions and other States would react to
such a compromise. It is estimated that an evaluation-of a Food Stamp Program
demonstration would cost about $1 million,

BROAD POLICY CONCERNS

The isgue of whether an entity other than the SESA may deliver basic labor exchange
and unemployment insurance services has been raised in the context of Employment
and Training (ETA) sponsored initiatives to build new State workforce development
systems utilizing One-Stop Caraer Centers. This system building at the local level
involves the delivery of labor exchange services under the Wagner-Peyser Act and may
involve the unemployment insurance program for payment of benefits under the Social
Security Act (SSA). Basic labor exchange and unemployment Insurance services are
funded through a dedicated employer tax, the Federal Unemployment Tax Act (FUTA).

Unemployment Insurance - Contracting out of benefit efigibility determination and tax
functions are unlikely to be permitted because these functions involve the use of value
judgments in Govemment decision making. However, it may be permissible to contract
out those data gathering functions that can be broken out in an effective, cost-efficient
manner, without deterioration of services to claimants and employers.

Employment Services - Contracting out beyond support functions may be penmitted for
the delivery of many basic labor exchange services.

Confidentia

As a result of negothﬁons between the State of Texas and Department of Agriculture,
the RFO was revised to include language ensuring that the contractor would adhere to
the confidentiality provisions under the Food Stamp Act and that applicants and
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recipients would have the right to fully understand how informationt would be used in
determining eligibility. The RFO currently includes language speclfying that the use or
disclosure of information about applicants or clients during the screening and referral

and the eligibility determination and enroliment processes shall be restricted to

purposes directly connected with the administration of assistance programs.
Information supplied for the purpose of determining eligibility may not be made
available to other programs in TIES without the consent of the client. Bidders must
demonstrate how clients will be advised of their right to conﬁden’aallty and how their
concurrence would be obtained. :

While these revisions ensure compliance with the Food Stamp and Social Security
Acts, the Departments continue to' have concemns that wide-scale privatization and
potential loss of merit system protections may undermine the client confidentiality.
Merit Personnel systems have historically established incentives for maintaining the
integrity of public assistance programs. It is uncertain how pmauzanon would. mﬂuence
the relationship between case workers and clients.

Confli

It should not be assumed that a public employee would be more interested in operating
public assistance programs better than a private employee on the ‘basis of hig or her
status as a merit employee. However, private employees hired to :carry out the TIES
system may be affected negatively if the contractor does not realiZze a profit. The profit
incentive raises numerous questions regarding the effect such wide-scale privatization
would have on employees who are responsible for the determination of eligibility as well
as the effect an overall cliant services. For instance, the TIES RFO proposes to use
client surveys to measure the contracter’s performance. Wili the interest in maintaining
client satisfaction increase a caseworker's incentive to approve benefits, even if
questionable information about the applicant's efigibility exists? VWould profit incentives
alter the current incentives out stationed non-meiit employees hawve for their role in the
Medicaid certification process?

Also, a conflict of interest may be created by the increased flexibility provided to the
States through the Personal Responsibility and Work Opportunity Reconciliation Act
(PRWORA) of 1996. While the State of Texas retains the authority to establish
program policy decisions, the State may come under heavy influence by the contractor
to approve policies that assist the contractor in containing costs, possibly at the
expense of client sefvices.

E R ibilit
Under the proposed TIES RFO, the State maintains responsibility for developing

P.11
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program policy, conducting Quality Control (QC) reviews and fair hearings. The TIES
contractor is responsible for implementing program policy. The TIES system, therefore,
adds an additional level {0 the current bureaucratic structure. The FCS and the State of
Texas have negotiated revisions to the RFOQ to clarify Federal/State and
State/Contractor relativnships. However, the Departments continue to have serious
concerns about the increased complexity of the certification process under a Statewide
privatization initiative and whether any resulting barriers to participation would be
created as a result of these split relationships. These relatlonship‘s may become even
further complicated if the responsibility for the certification prooess becomes split
between State and contract employees.

!

Risk of Loss . : | f

The draft TIES RFO specifies the financial mcentwas for good performance and ﬁsml
penalties for poor performance. One financial penally to the contractor is the liabilty.of. . -
QC sanctions. The Department and State of Texas have negotiated regarding

additional language that clarifies that the Federal Government wiil continue to hold the

State liable for the QC sanctions and that the Federal and State governments would be
responsible for negotiating the resolution of any Federal QC liability.

The Departments have concems that the contractor may have more interest in cost
savings and less interest in resulting QC liabilities. Shouid a confractor experience a
financial loss due to a QC liability, the potential for litigation between the State and
contractor would appear to be great. The Departments also share concems about the
potential of increased litigation between the State and contractor if the certification
process becomes a joint responsibility between State and private contract employees.
The Deparntments have concerns about how these potential conflicts would affect the
ongoing operations of the Food Stamp and Medicaid Programs throughout the State.

The certification process for defermining eligibility for Federal benefits is a discretionary
action . Thus, it is important to review any transfer of the certification pracess to the
private sector under OMB guidance. OMB Circular A-76 provides guidance to Federal
agencies in determining acfivities that may be contracted to the private sector.

Activities that are “inherently governmental functions®™ may not be contracted to the
private secfor. The OMB Circular specifies that an inherertly governmental function is,
“so intimately related to the public interest as to mandate performance by Government
employees. These functions include those activities that require either the exercise of
discretion in applying Government authority or the making of the value judgment in
making decision for the Govemment”.
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While OMB Circular A-76 may not be binding on State agencies, the concept of
functions that are inherently governmental is basic to the review of the TIES. The State
of Texas indicates that it is prohibited by State law from @ntering into private contracls
for discretionary activities, -
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PRIVATIZATION OF MEDICAID AND FOOD STAMPS

WHAT’S AT STAKE?

FOR THE FEDERAL GOVERNMENT:

o Integrity of both programs

Loss of control over how the programs are run

0 Financial exposure
(Food Stamps are 100% federally funded and administrative costs
are at least 50% matched in Medicaid)

<

o Possible lawsuits

FOR CLIENTS:

o Risk having benefits denied for sake of profit

o Appeals process would become more convoluted and difficult

FOR PUBLIC EMPLOYEES:

o Between 250,000 - 300,000 public employees could lose their jobs

FOR STATES:

) Loss of control over programs

o Financial exposure from cost over-runs, fraud, corruption

o Possible litigation

o More confusion into a system that is already being massively changed with

welfare reform and Medicaid Managed Care

FOR PRIVATE COMPANIES:

o Billions of dollars in profits that could otherwise be spent on programs directly



THE LEGAL ARGUMENTS AGAINST PRIVATIZATION

FOOD STAMPS

Federal Law:

"the State agency personnel utilized in undertaking...certification shall be
employed in accordance with the current standards for a Merit System of
Personnel Administration..." 7 U.S.C.202(e)(6)

Federal Regulations:

State agency employees shall perform the [eligibility] interviews required in
473.2. Volunteers and other non-State agency employees shall not conduct
certification interviews of certify food stamp applicants. 7 C.F.R. 272.4(a)(2)

Congressional Debate on Welfare Reform:

In 1995, Senate conferees reinstated the merit system provisions in the Food
Stamp Act that a previous Senate bill had deleted.

Internal White House Document on this Issue: Draft, February 7, 1997

"Given the complexity and discretion that may be required in the food stamp
certification process, the food stamp interview is crucial to accurate
determinations of eligibility and benefit level. It is through the food stamp
interview that the worker solicits most household information, determines the
necessity for additional verification or resolution of questionable information,
and ascertains the need for appropriate policy decisions. It is also the applicant
household’s opportunity to have face-to-face contact with a public employee.”



THE LEGAL ARGUMENTS AGAINST PRIVATIZATION

MEDICAID
Federal Law:

States must establish a single State agency for administering Medicaid plans, and
provides that "the determination of eligibility for medical assistance under the
plan shall be made by the State or local agency administering the State plan.” 42
u.S.C. 139a(a)(5).

Federal Regulations:

The state agency "must not delegate, to other than its own officials, authority to
(i) exercise administrative discretion in the administration or supervision of the
plan, or (ii) issue policies, rules, and regulation on program matters." 42 C.F.R.
431.10 (e)

Out-Stationing:

The Social Security Act provides for "out-stationing” at locations other than
state welfare offices, such as at hospitals or clinics, to perform some initial
processing for certain groups of applicants. In interpreting what "initial
processing” means in this context, HCFA explained that "if we were to define
initial processing to include making a determination of eligibility, the definition
would conflict with the requirement of [42 U.S.C. 13%9a(a)(5). Under that
section, the plan must be administered by a single State agency and
determination of eligibility is restricted by this section to the Medicaid agency
the title IV-A agency or SSA when determining the SSI program." Medicaid
and Medicare Guide, para.42,662 at 41,820.

Internal White House Document on this Issue: Draft, February 7, 1997

States have the option of staffing outstation locations with State employees or
non-state employees, or a combination of both....Non-state employees are
specifically precluded from: (1) evaluating the information contained in the
application and supporting documentation; and (2) making a determination of
eligibility or ineligibility. Actual evaluations and determinations can be made at
the outstation location.... but they must be made by a State employee
authorized to make eligibility determination for the State Medicaid agency.

A legal argument could be made that the Medicaid statute restricts third-party
eligibility activities to specific eligibility groups and situations and, thus, is not
applicable to the (Texas) TIES proposal.



ARE THESE LAWS "WAIVE-ABLE"?
FOOD STAMPS: |

USDA may waive requirements of the food stamp program only for:

0 pilot projects
o of limited duration,
o and only then if the project would improve program administration and

further the goals of providing food for low-income individuals
MEDICAID:

HHS may waive requirements of the Medicaid statute only for:

o experimental, pilot, or demonstration projects
) which are likely to assist in promoting objectives of program
o and must be evaluated for scope and potential impact on recipients

OFFICE OF PERSONNEL MANAGEMENT:

Because authority for the Merit System of Personnel Management was transferred
from the Departments to OPM under the Intergovernmental Personnel Act of 1970
(IPA), the Departments would need to get concurrence from OPM prior to approving
any demonstration project that would waive the merit system.

From the White House draft document dated February 7, 1997:

"The current proposals under review by Federal agencies appear to conflict with
the requirements of the IPA.....OPM is confident that it does not have
authority to waive any provisions of the statute. In fact, OPM counsels have
consistently held that OPM does not have authority to waive its own
regulations, unless such waiver is specifically provided for. The Administration
could seek legislative change.

This leads us back, then, to examining the Texas proposal and shredding out
what is inherently governmental and must therefore be performed by merit
system employees..... The OPM General Counsel has relied on OMB Circular 1-
76 to definite what is and is not an inherently governmental function. Included
... are those activities which require either the exercise of discretion in applying
Governmental authority... and normally fall into two categories: (1) The Act of
governing; (2) monetary transactions and entitlements.” It would appear that....
wholesale contracting may violate the intention of Congress to ensure that
administration of grant-in-aid programs be conducted by employees covered by a
merit system of personnel administration.”



WHAT SHOULD THE ADMINISTRATION DO?

The Clinton Administration should:

a.)  Give Texas the answer that the federal government will not waive any
requirements for merit based personnel for any functions that require
discretion, thereby upholding current law.

b.)  Tell all states that the Administration will use this "bright line" test for any and
all proposals revising program administration of these entitlement programs.

¢.)  Require a deliberative and public process for each state that submits proposals
to revise the administration of these programs to ensure that the stated "bright
line" test is met and the law is upheld.



SCOPE OF CURRENT PROPOSALS

THE TEXAS PROPOSAL:

Currently the Administration has before it only one formal request and that is a
proposal from Texas which is NOT in the form of an actual waiver.

The Texas proposal is:

0 neither a pilot nor demonstration project
o nor is it of limited duration.

Rather, the Texas proposal is:

o a statewide proposal
0 in a state that issues over 10% of the food stamp benefits issued nationwide
o the overall Texas proposal would put $8 billion of benefits in private hands.

SETTING A NATIONAL PRECEDENT:

Allowing these programs to be privatized would be unprecedented in terms of turning
over the greatest portion of federal aid to the states in private hands.

The Medicaid program alone constitutes over $100 billion in federal aid, while the
Food Stamp program is roughly $30 billion.

These two combined dwarf the relatively small TANF program that was allowed to be
privately administered for the first time as a result of 1996’s welfare reform.

Coupled with the rapid entry of private managed care companies in the Medicaid
business, this could seriously undermine public accountability at the federal level for
these programs.

Given that the Food Stamps program is 100% federally funded and that administrative
costs for the Medicaid program are matched at least 50% with federal funds, the
federal government should feel confident to direct the management of these programs.



WHO’S OPPOSED TO THIS IDEA?
IN TEXAS:

"Fourteen Democrats in the House of Representatives put Texas Health and Human
Services Commissioner Mike McKinney and state leaders on notice last spring that
they harbor serious concerns about privatization of the project.....

"I'm still concerned,” said Rep. Hirschi, D-Wichita Falls. "We’re basically plowing new
ground and we don’t know what the result is going to be. I don’t want to see some
disaster out there."

Rep. Harryette Herhardt, D-Dallas, said she fears repercussions of dismantling the
state’s social service infrastructure in favor of a private contractor’s system."
- Houston Chronicle, October 28, 1996

"I’'m nervous about going ahead...." said Sen. Bill Ratliff (R-Mount Pleasant), chairman
of the Senate Finance Committee. "Maybe we ought to consider doing it in-house.”
- Houston Chronicle, March 3, 1997

NATIONWIDE:

"No company can be expected to protect the interests of the needy at the expense of its
bottom line, least of all a publicly traded corporation with a fiduciary duty to
maximize shareholder profits," said Henry A. Freedman, executive director of the
Center on Social Welfare Policy and Law, a research and advocacy law office (in New
York City.)"

"If a gatekeeper’s profits are linked to reducing the welfare rolls, Mr. Freedman said,
the incentive to deny aid will be overwhelming."
- Dallas Morning News, September 15, 1996

"Advocates for the poor fear that putting profit-making companies in charge of welfare
will cruelly twist the incentives from assisting the poor to making money."

. Washington Post, March 7, 1997

"Some analysts also express misgivings about the wisdom of turning welfare programs
over to private contractors to wring savings through efficiencies.... "It’s not like
garbage collection," says Judy Gueron, president of New York-based Manpower
Demonstration Research Corp., a leading a private authority on welfare. "Welfare
administrators already know how to save money."

. Wall Street Journal, March 19, 1997



WHO’S OPPOSED TO THIS IDEA?

THE AGENCIES:

Untested:

According to the White House draft document, "both Departments (HHS and USDA)
have concerns about statewide initiatives that have not been proven to be effective and
may seriously affect program access to low-income households.....the Department of
Agriculture further believes it would be imprudent to eliminate the interview by merit
employees on a statewide basis without further testing."

Client Confidentiality:

"....the Departments continue to have concerns that wide-scale privatization and
potential loss of merit system protections may undermine the client confidentiality.
Merit Personnel systems have historically established incentives for maintaining the
integrity of public assistance programs.”

Conflict of Interest:

".... private employees hired to carry out the TIES system may be affected negatively if
the contractor does not realize a profit. The profit incentive raises numerous questions
regarding the effect such wide-scale privatization would have on .... overall client
services. ... While the State of Texas retains the authority to establish program policy
decisions, the State may come under heavy influence by the contractor to approve
policies that assist the contractor in containing costs, possibly at the expense of client
services."

Creating Complexity:

“.... the Departments continue to have serious concerns about the increased complexity
of the certification process under a Statewide privatization initiative and whether any
resulting barriers to participation would be created as a result of these split
relationships (for quality control reviews and fair hearings.)"

Potential Litigation:
"....The Departments have concerns that the contractor may have more interest in cost
P y

savings and less interest in resulting Quality Control liabilities. Should a contractor
experience a financial loss due to a QC liability, the potential for litigation between
the State and contractor would appear to be great.....The Departments have concerns
about how these potential conflicts would affect the ongoing operations of the Food
Stamp and Medicaid Programs throughout the State.”

STATE LEADERS:

Only two Republican Governors have asked for the ability to conduct such
privatization. On the contrary, Democratic legislators in states such as New York
have introduced legislation specifying that they would forbid such contracting.




HORROR STORIES
PROTECTING FEDERAL FUNDS:

It is impossible to imagine that a state could set contracting procedures tightly enough
that the federal government would feel confident its funding is not in jeopardy if
private companies experience cost over-runs or problems.

PROTECTING BENEFICIARIES:

It is also impossible to imagine that states could set due process and appeals procedures
strongly enough that recipients would be protected from private companies with
financial incentives to reduce caseloads.

THEIR TRACK RECORD SO FAR:

The appendix has articles outlining the experiences states have already had with the
particular companies hoping to bid in Texas as well as horror stories from other
contractors of social services. They include:

Conflict of interest

Bid-rigging, political patronage

Cost over-runs

Poor performance and cancelled contracts
Revolving door: ethics charges

Excessive executive compensation

090 000

"There’s some easy money if the states aren’t careful,” said Robert Tyre, head of the
government contracts division of Andersen Consulting, a $4.2 billion sister company of
Arthur Anderson, the accounting firm.

- Dallas Morning News, September 15, 1996

"As an aid to Gov. George W. Bush, Dan Shelley - who is now a lobbyist for
Lockheed-Martin -- played a key role in changing legislation that resulted in a sweeping
proposal by the company to privatize the state’s welfare system, Democratic lawmakers
revealed Monday. "The perception is very, very bad. That’s why I have said the
process is tainted - because it is," state Representative Garnet Coleman (D-Houston)
said."

- Houston_Chronicle, March 17, 1997

"This complaint (of possible ethics violations) raises complex and serious allegations,”
said Travis County Attorney Ken Oden. "The stakes are very high in this competition
to receive enormous government contracts. The concern expressed in the complaint is
that the public interest be protected in this process. That is a valid concern.”

. Houston Chronicle, October 9, 1996
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INTEGRITY OF MEDICAID AND
FOOD STAMP PROGRAMS AT RISK

Texas has asked the U.S. Departments of Health and Human Services and Agriculture
to allow the state to turn over the administration of their entire Medicaid and Food
Stamp programs to private bidders. If Texas is allowed to do so, other states may surely
follow suit.

Federal law requires that the Medicaid and Food Stamp programs be administered by
agencies with personnel systems based on merit. This requirement was unchanged by the
Personal Responsibility and Work Opportunity Reconciliation Act of 1996,

Why This s Sound Policy Which Should Be Upheld

Profit-Seeking Companies Should Not Decide Eligibility: Private companies accountable
to their shareholders and not the public or the poor should not exercise any discretionary
functions, such as determining eligibility for the Food Stamp and Medicaid programs.
Publicly-funded benefits programs deserve public accountability.

Federal Government’s Financial Exposure: Because the Food Stamp program is 100%
federally funded and the federal government matches at least 50% of administrative costs in
the Medicaid program, the federal government would be forced to share in any financial
exposure the states incur due to contractor cost over-runs or mismanagement.

Patronage, Fraud and Corruption: Scandals have already arisen where states and local
governments have contracted out other welfare programs. The reason merit-based standards
were required in the first place was to protect against patronage, fraud and corruption.

Billions of Federal Dollars at Stake: The Medicaid and Food Stamp programs dwarf the
Temporary Assistance for Needy Families program in terms of sheer volume of dollars that
would be tumed owver to the private sector. Medicaid is by far the largest source of federal aid
to state and local governments. Vendors who may be able to offer something to statess on the
welfare side are likely to be ill-equipped to handle the complexity and magnitude of the

Medicaid program.

Timing is Wrong: Now is not the time for major changes to the Medicaid program. States
are already overwhelmed with the overhaul of their welfare programs and the Medicaid
program is going through vast changes with the onset of managed care. Adding another
element of uncertainty now will only threaten the integrity of these programs even muore.

Client Privacy and Confidentiality Issues: Privacy and confidentiality for recipients would
be compromised if private companies are given access to detailed, private information about
poor people who are dependent on government services.



CONTRACTING ABUSES WITH SOCIAL SERVICES

MAXIMUS:

EDS:

In West Virginia, Kenneth Roberts, a former project director at the state’s
Department of Health and Human Services, was recently jailed for his illegal
activity surrounding a Maximus contract. Oversceing development of a child
welfare computer system, a project Maximus was bidding on, he was indicted for
his scheme of providing Maximus with information in exchange for money. He
was to be paid $5,000 monthly by Maximus in exchange for information, receive
$25,000 bonuses from Maximus for contracts, and ultimately be cligible for a
$100,000 salaried position when Maximus got the contract. Roberts pled guilty in
November 1995 and sentenced to jail.

In Arizona in 1993, Maximus's errors in entering information into the state’s
computer system led to wrongful withholding of tax refunds from citizens who did
not owe child support payments. The state had to return $250,000 of the $5
million it had collected in overdue child support payments.

Nebraska's legislature terminated the state’s contract with Maximus to identify
sources of federal funds for the state, a contract supported by Governor Nelson.
Ultimately, legislation was passed voiding the contract, and the Governor signed
it, amid much protest over Maximus’s excessive fees.

In Florida, EDS’s automated system to integrate all welfare services in 1989 became
the cause of a long-running legal suit, The state refused to pay EDS because they
believed they had received a plagued and insufficient system that resulted in the
system perpetually crashing and not performing. Ultimately William Webster,
former FBI and CIA director, was appointed as a special master to resolve the
problem and EDS was paid by the state, but state officials filed suit banning EDS
from doing business in Florida.

LOCKHEED/IMS:

Currently in Texas, Governor Bush’s ex-aide is facing charges of ethics violations
for the role he played in getting legislation that would allow privatization of the
welfare system and then becoming a lobbyist for Lockheed-Martin/IMS. Travis
County District Attorneys say the "revolving door" charges raise "complex and
serious allegations... (that) descrve and will receive deliberative analysis.”

In New Jersey, an cthics panel reviewed conflict of interest charges against. a
prominent IMS lobbyist who also served as a Delaware Port Authority
Commnissioner during IMS’ bid to run the clectronic tolls for the New Jersey

Turnpike Authority.



In Los Angeles, the City Council investigated conflict of interest charges, gifts to
Parking Administrators, and campaign contributions from IMS during their effort
to get a parking collections contract in 1991.

UNISYS:

Has admitted to bribery and fraud, paying $190 million in fines for federal
procurement violations.

ANDERSEN CONSULTING:

In Nebraska, Andersen has three separate welfare contracts in the state for over $50
million. Currently, payments to Andersen have been halted by the State Auditor
who, in conjunction with the State Treasurer, have found the N-Focus project to
be significantly over budget. The State Treasurer has also said that the Social
Services Department violated procedures by allowing a $1.4 million payment to
Andersen to be approved by non-state employees.

In Canada, the New Brunswick government just cancelled its $44 million contract
with Andersen to administer cligibility of its welfare system, citing cost-over runs
and poor performance.

In Virginia, Fairfax County hired Andersen in 1995 to redesign Human Service
programs for an original contract of $2.2 million, which was criticized in the
Washington Post after it ballooned to $5.6 million and their consultants were paid
$170,000 a year, far more than any county employee made.

In the United Kingdom, Andersen was forced to compensate the United
Kingdom'’s Department of Social Security for failing to meet their agreed-upon
time table.

NEW YORK:

The FBI and U.S. Attorney General investigated allegations of bid rigging for a
social services contract in New York City last year. The contracts, worth $43
million, were canceled after a news story alleged city officials broke municipal
bidding rules in awarding contracts to a politically well-connected non-profit
agency that provides home care for the clderly and other social services.



LOCKHEED MARTIN. IMS

. Company Profile

Lockheed Martin IMS is one of the largest and most prominent private cortractors vying for
social service, parking enforcement, and transportation contracts. The firm believes that the private
sector cam solve government problems by providing data processing and systems integration services
2o local, state, and federal govermments. It focuses on offering revenue-generating services and
promotes “public/private partnerships” as a solution to financial crises. The company first
contracted for public services in 1984, when the Lockheed Corporation paid $35 million for

" Datacom Systems Corporation, which was founded in the early 1970s. Originally called Lockheed

Datacomn Corporation, the name was changed to Lockheed Informatiors Management Services
Comparyy in 1989 and became Lockheed Martin IMS in November 1995.. IMS, based in Teaneck,

New Jer=sey, operates 50 offices around the country and employs more thar: 1,000 people. There are
six mgjor divisions: Transportation Systems end Services, Children and F amily Services, Muicipal
" Services (including parking ticket management and enforcement), Itegrated Solutions (dealing
g&.&ngﬂ&.ﬁg% Criminal Justice Systems, and Commamications

IMS is EQ&KEEE% mhmﬂnkm\nﬁgnﬂnﬂ
comparzy in the United States. The parent comparyy was formed when the Lockheed Corporation and
Martire Marietta merged in early 1995. Last year, Lockheed Martin earned $1.12 billion in profits
agsggig It employs more than 165,000 people and has eliminated

19,000 jobs since the merger. In the midst of this corporate downsizing, top executives are earning
more than ever in salaries, stock options, and borwses. In 1995, CEO Norman Augustine took home
$10.6 million in cash compensation, while chairman Daniel Tellep made $4.3 million. Both also

received options on 100,000 stock shares. Lockheed Martin recertly announced that it was
acquiring another defense and aerospace giara, the Loral Corperation, for $9 billion. -
Lockheed Martin IMS is currently engaged in contracts all over the country. The company
recently began an 18-month pilot project with the Los Angeles Probation Department to test
strategries for monitoring criminal offenders and increasing the collection of money criminals owe
Sgﬂ&alg. Cities contracting with IMS" mumicipal services division's parking
management program have included Boston, Cleveland, Columbazs, Denver, Los Angeles,
Milwaukee, New Orleans, Philadelphia, San Diego, San Jose, and the District of Columbia. In

1994, the Miami Beach city commissioners awarded IMS a contract 2o recommend strategies for
improving the city's parking program. The company has conducted similar studies in more than 20

The Children and h&gag 18 sates and the District of Columbia,
E&&%a&g electronic benefit transfer (EBT) services, and child welfare

) .Eﬁhﬂa?g%&%gﬁggﬁn‘u? one-year comtract to udnn .

dowss more than 50,000 parents who owe overdue child support. The company will be paid 18,
. &Qﬂ.ﬂ&.«iﬂg it collects. E.ia. %Ebﬂ&hggﬁigo&



Family Support Operations awarded IMS a $26.6 million, five-year contract to assisi in finding
parents. In 1984, IMS began collecting delinguent child support in Utah and automating

child welfare programs in Connecticu.

Revolving Door - Hiring Government
Employees

Lockheed Martin IMS has hired many
former government officials and cmployes
with extensive comnections to their former
govemment employsrs, although sccording to

prohibit employees from doing business witha - .

former employer. Lockheed Martin IMS'
president and CEO, John Brophy, is the former
-assisunt director of the District of Columbia's
. Deparment of Transportation. In the 19705, he
was the District’s first parking administrator.
Brophy revamped the city'’s parking system,
changing the meter collection process and
introducing a_boot system to mail people with
several unpdid tickers, He left government im
1981 to found Brophy & Associates, an urban
transportation management consulting firm.
Lockhced acquired his company in 1934 and
Brophy was named to his current position in
1988. Brophy is 8 firm belisver in hiring
fumapvmmoﬁmk.nmwhnb
often nms ethical questions for private

compenies bidding on public contract.
Bmphy’sphiluophyhshmuofm
besic mlndthmmmu-pbb
officials st IMS,

Former US. Congressman Nomman
Mineta left the House of Representatives in
October 1995 to become senior vice president
and snanaging director of IMS' Transportation
Systerns and Services division. Holli Ploog,
bead of the Children and Family Services
division, was employed by the Stxte of Alasia
before coming o IMS. IMS' Mimicipal
Services leader, Tom Wrigley, was chief of

AFSCME ®

Justice Services division, is the former District
Anomey of Denver, Colorado. In June 1995,
IMS sppointed former Miami Beach City
Manager Rogrer Carlton 1o be Viee President for
Business Dewvelopment and Marketing for the
company's Municipal Services division.

Contract Amrds
hst INovember, gn ethics pane! in New

: Juuybegm-umwofapumalmﬂmof

imerest facing a prominent IMS lobbyist, James
Weinstein, who also serves as a Delaware Port
Authority Commissioner. Common Cause
requested the ethics review after Weinstein
represented IMS throughout a bidding process
to determine what agency would run the
electronic tolls for the New Jersey Turmpike
Authority. - If it wins the contrast, IMS could
eventually be dealing with a consortium of
highway agencies in the New Jersey area. The
Delsware Port Authority operates the toll
bridges connecting South Jersey and the
Philadelphis area. Weinstein maintins the
propricty of the srmangement, but the ethics
review is still pending.

In 1991, Los Angeles City Councitman

“Nate Holden spoke o against & potential IMS

contract, only t be voted down by his
colieagues. He cited the potential conflict-of-

" imerest of the Parking Administrator, who

received $1,188 inm gifts from IMS between
1936 and 1989. Compaer reconds indicate that
IMS company officials donsted $73,730
various city and county officials in Los Angeles
between 1984 and 1989. IMS officials and
other City Counc:i] members denied conflici-of-
imterest concerns, saying that IMS was “clearly

~ June1996 |

staff o former Philadelphia mayor William J. superior” to other companies.
Green. Nom Early, who heads IMS' Criminal ) .
Public Folicy Department .



ANDERSEN CONSULTING

Company Profile

Andersen Consulting is a management and technology consulting firm with a global
scope. The firm, which employs approximately 40,000 people, is the sister company of
accounting giant Arthur Andersen. The consulting firm’s self-proclaimed mission is “to help
its clients change to be more successful.” Last year, Andersen ranked number one in the
Consultants News list of the forty top consulting firms. The magazine touted Andersen as the
model for firms trying to offer one-stop, complete consulting services. Although Andersen
has been praised by many, it has not escaped criticism. A recent article in The Economist
cited analysts who “believe the co¥npény lacks the creativity to develop new ideas.”  The
article characterized Andersen as the “McDonald’s of the consultancy business” and referred
fo its employees as “Andersen androids.”

The consulting unit has been in business since the 1950s and split from Arthur
Andersen in 1989, Since then, Andersen Consulting’s revenues have nearly quadrupled.
Managing Partner George Shaheen has been running the firm since it became independent,
and predicts that revenues will double again, to $8 billion, by the year 2000. The firm reported
record annual revenues of $4.2 billion in 1995, a 22 percent increase from 1994. The growth
was fueled by particularly strong performances in its communications (up 57 percent) and
industrial products (up 53 percent) divisions.

Government Contracting

In 1995, Andersen Consuiting’s
government practice division increased its
revenue by 17 percent to $396 million. The
division grew 31 percent in two years, due
primarily to a 70 percent growth in its state
and local practice within the United States.
Andersen’s government consulting unit in the
Americas is managed by Douglas Ryckman.
The bulk of Andersen’s public sector
engagements area are in Six areas: human
services, treasury and resourcc management,
postal services, defense, revenue collection,
and justice and public safety.

Andersen Consulting has been
particularly active in welfare reorganization
here in the United States. The firm has
contracts with at least 14 states to facilitate
child support enforcement and redesign
management of child welfare programs. The
firm has, according to an article in
Washington Technology, “a presence in just
about every state capital.” In Texas,

Andersen administers the child welfare system
and also designed a new program called Child
and Adult Protection System (CAPS). In
early 1996, Andersen won a four-year, $35
million contract to customize CAPS and
implement the system in New York. The
firm is consulting on welfare issues in
California, New Hampshire, Ohio, Indiana,
Arizona, Wyoming, and Tennessee, among
others, Andersen has even developed an
interactive Welfare Fraud CD-ROM, which
suggests solutions for governments facing
fraud problems.

Last year, Andersen surveyed 151 state
government human services leaders from 49
states to get a sense of how prepared the states
are to implement the new federal law
requiring major changes in the welfare system.
Four out of ten indicated that their staffs are
not ready for welfare reform changes for a
variety of reasons, ranging from inefficient
infrastructures to inadequate staff training.
Thirty percent of the participants are
considering hiring private firms to provide



some services, and ter -ercent are already
piloting such programs  ndersen presented
the results of this surve n September, and
indicated that they were »ised and ready to
fill the changing neceas of these human
services leaders. Last fall, the United States
Social Security Administration awarded
Andersen a five-year contract to assist with
the implementation of the new Integrated
Human Reseurces System: - -

Andersen is also working with several
foreign governments on socialr‘ service
projects. The Spanish Ministry of Labor and
Social Security hired Andersen to develop a
smart card program that would distribute
benefits and information through a computer
kiosk. In addition, Andersen has been
working with the United Kingdom’s
Department of Social Security since 1982,
consulting on improving the efficiency of
welfare and benefits payments.

Contract Problems

Andersen’s preeminence in  the
consulting world is not without problems.
The firm is at the heart of a recent controversy
among state officials in Nebraska. Andersen
has three separate welfare contracts with the
state, for a total of over $50 million. In
November, State Auditor John Breslow and
State Treasurer Dave Heineman spoke out
against the Department of Social Services and
its dealings with Andersen. Breslow claims
that the N-Focus project, the major component
of the contracts, was considerably over
budget. Heineman then withheld his signature
from payments to Andersen, claiming the
Social  Services  Department  violated
procedures by allowing a nonstate employee
to approve a $1.4 million payment to
Andersen. Department of Social Services
Director Don Leuenberger has denied the
allegations and defended his agency’s
agreement with Andersen, As of mid-January

1997, payments to Andersen have been halted
and the dispute continues.

Andersen also played a central role in
a recent conflict between government officials
in Virginia’s Fairfax County. In August
1995, the state hired Andersen to work on the
Human Services Redesign project.  The
original contract, which was for $2.2 million,
has been amended a dozen times and swelled
to $5.6 million. The additional contract costs
stem from the county’s failure to provide
necessary staff, at which point o
they were forced to tum to Andersen for extra
services. The county has also purchased about
32 million in computers and software from
Andersen. According to an article in the
Washington Post, one of Andersen’s
consultants cost the county over $170,000 a
year, more than any Fairfax County employee
eamned. When Fairfax County supervisors
leamed that these overruns had been
sanctioned without their approval, they
criticized County Executive  William
Leidinger and ordered an audit. The fallout
from this conflict fell primarily on Leidinger’s
shoulders.

Nebraska and Fairfax represent two of
the most recent allegations involving
Andersen Consulting. Andérsen was forced to
compensate  the  United  Kingdom’s
Department of Social Security in May 1996
after failing to follow the agreed-upon
timetable. In early 1995, engineering
company UOP filed a $100 million lawsuit
against Andersen, citing “fraud, ineptitude,
and gross negligence.” In April 1996,
Andersen filed a countersuit, claiming that
UOP had a vendetta against Andersen.
Lastly, questions arose involving dealings
between Andersen lobbyists and California
Highway Patrol officials after Andersen was
awarded a multimillion-dollar contract in
1992.
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MAXIMUS INC.

Company Profile

Maximus is a private management and technical consulting company specializing in human
service delivery based in McLean, Virginia. Maximus has contracted with states throughour the
courury on public welfare, health care, child support, and job rraining projects. It also provides
Jinancial analysis and develops computer sofrware. Maximus has had contracts with the following
swates: California, Connecticw, District of Columbia, Fioride, Keratucky, Louisiana, Maine,
Missouri, Momtana, New Mexico, Tennessee, Texas, and Wisconsin. Its annual revenues are more
than $43 million and it employs approximately 750 people, most of whom are based in regional
affices. Mnaypermnq‘tlum:smmadbyﬂuqﬂimqﬂdmm, and the other ten percers

is owned by the employees.

Officers and Directors

Maximus was founded in 1975 by its
mCEDindpreﬁdm,D:vidV.hhm
Immediately prior to founding Maximmus,
Mastran served'as acting directar of research
for the U.S. Department of Health, Education,
and Welfare under Presidents Nixon and Ford.
Raymond B. Ruddy is the vice president of
Maxirms and F. Axthnr Nerret is the treasurer
or CFO. Currem directors of the company
include Kevin Geddings, Edwu'dmlz,ull
Beverly Swamn.

As Maxiroms grew during the 1980s,
- several other former governmem officials
joined its ranks. Johm A. Svahm, who served
as Maximus's chatrman from 1988 until 1994,
worked for Ronald Reagan for more than 18
years. Former Carter administration official
Bill B. Benton was, a1 ane time, executive vice
president of Maximus. <

Svahn served as social security commissioper,
under secretry ©f the Depanmment of Health
and Human Services, and chief domestic policy

mmwmmhmﬂm

'upforbul.

as his sute director of social welfare in the
exrly 1970s. His des in California were
instrumental in securing Maximns's first big
welfare comract in the lae 1980s. Los

Angeles Comty's anempts to privatize its
mmvewmtfa:epmm(uﬂedGADDm
facing serious opposition from state officials.
Svahn aligned hirnself with several old friends,
then Los Angeles County supervisor Pete
Schabarum and former state welfare official
David Swozp, in a successful effort to push the

.mmmum

| Government A.ccountability Problems &
Maximus Contracts

Maxims Qlustrate the need for increased
scrutiny to ensure government accountability of
public finds and government collection of

fonds. Recent examples in West

xpayer
Virginia. Nek ka Mississioni and Ari

conceming MaXximus contracts demonstrate
mdbpﬂkdm@m
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Xeg Vireinia

Kenpeth Roberts, a farmer project
director ar West Virginia's Deparmpent of
Health and Human Services, was recently
jailed for his illegal activity surrounding a
comract with Maxinms. As project director in
1984, Robers oversaw the development of a
child welfsre computer system, 3 project for
In Seprernber of 1995 demiled a scheme in
which he wonld provide Maximms with

information and be paid $5,000 monthly by -
mmmfwmm

conracts, dwyhd@h-fma-...-

$100,000 sahried position when Maximus
obtxinx] the child welfsre services comrast. In
November of 1995, Roberts pleaded guilty to
wire fraud, ope of the indicoment's eleven
counts, &0 exchange for dismissal of the other
counts. On February 6, 1996, be was
sentencedd to-serve four mouths in prison
followed by foor months of home confinement
anxd ordeved o pay a $5,000 fine. There it no
mdhnmmmmm
agzinst Miaximus.

Arzong

In 1993, child support workers in
Arizopa conmraded that Maxinms made ermors
while emtering information into the stare's
compurer systen. The wmistakes resulted in the
wrongful withholding of ;x refunds from
payments. The sxte bad o rern $250,000 of
e $5 million it had collected in overdoe

Maximys was hired by Governor Nelson in
Augurst of 1994 1o identify sources of federal
funding for the state. The original conmact
allowed Maximus to claim 12.5% of all funds
it ideprfied. In February of 1995, suare
Senavar Emie Chambers introduced 2 bill 10
void the conract, protesting the contingency
fee mrrangement. After much debate, the bill
was evenually passed and signed by the
governor in June of 1995. Chambers and other
Jegickarnrs continue to criticize state policy and
handiing of consultant contracts. During this

" same thme, 1 Ornaha businessman named Mant

the toim] amoum paid o Maximos to $4.8




ELECTRONIC DATA SYSTEMS

LCompany Profile

Electronic Data Systems (EDS) was founded in 1962 by Texas billionaire and one-time
presidential corntender Ross Perot. Perot sold the company to the General Motors Corporation (GM)
in 1984, EDS spun-off from GM in April of 1996 and now operates independently. According to
promotional information, the company's business is based on. "helping customers improve their business
performance through the application of business technology. " EDS employs more than 95,000 people
Mm&mmzmmamhlw&msmdhsoﬂmgnm In 1995, the
company’s revenues topped $12 billion. . . . . .. . _. L N

EDS has contracts with many major industries, with clients ranging from small businesses to the
world's largest corporations and goverrments. Some of EDS” biggpest siate and local government clients
are Michigan's Department of Natural Resowrces, California’s health care system, Chicago'’s Bureau
of Parking Enforcement, and Los Angeles County's Departmert of Social Services. In the first quarter
af 1996, EDS won contracts with Mississippi’s Division of Meclicaid, W&WOJ‘M -
Services, andatrkansas’ Medicaid Managemen Information Systems. In addition, EDS curvently holds
whmhﬂmdmhm Texas, Kemd;y Rhadehlmd Wisconsin, and Virginia.

. Any discossion of EDS would be The sale of the company to GM; and
incompiete without telling the tale of Ross Perot’s subsequent relinquishing of control,

Perot, who started the compeny with $1,000 and
sold it to GM for £2.5 billion 22 yesrs later,
Perot buik EDS primarily through the
acquisition of huge govermmem comtracts,
: puhymgﬁefesbdmgedmmmhofhs

by Congress and sudited by the General
Accounting Office (GAO). The results of these
probes, which took place prior 1o GM assuming
complete control of EDS in 1988, included

: of unfair bidding peactices,
Even the financing of Perot's famous Medicare
millions dnd made a name for EDS, came into

jon. Perot's management of EDS was
scrutinized by the media more recently during
his failed presidential bid in 1992. -

were not without strife.  An entire book was
written, Jrreconcilable Differences: Ross Perot
Versus General Motors by Doron Levin,
Lawsuits were filed on both sides, and the
parting was far from amicable. EDS has
operated as a subsidisry of GM, with its own
officers. The company recently announced a
new boerd of directors in conjunction with its
spin-off from GM. The group is headed by
EDS Chairman Les Alberthal and includes
formner Bush administration officials Jim Baker
snd Dick Cheney.



The FLORIDA Welfare Computer
System

EDS was at the center of 2 long-running
controversy surrounding the Floride On-Line
Recipient Imegrated Data Access System
(FLORIDA). The state's Department of Health
and Rehabilitative Services (HRS) was trying o
find an automated system to integrate all its
welfare services and awarded the contract to
EDS in 1989. When the system began
opezation in 1991, it was plagued by problems.
The state claimed that EDS had insalled a
flswed and insufficient program snd EDS

claimed that the state's caseload had increased - -

‘beyond the system's agreed upon eapacity. A
 battle ensued, with each side blaming the other
for long welfare lines, computer crashes,
jprocessing errors, and problematic distribution.
The state refused to pay EDS for services it
fnmdmwegnble.

After much debate and lsgal wrangling,
both parties agreed to allow a special master to
hear the case. William Webster, former FBI
and CIA director, was appointed. In 1995,
Webster ruled that the siate must psy EDS $50
miliion. Soon after, Florida Attorney General
Bob Bunterworth filed a lswsuit accusing EDS
of civil theft. Burterworth alieged that EDS
originally made & design ervor in FLORIDA,
then covered up the mistake with a lic and
blamed HRS for the computer failures. He
claimed that company officials never disclosed
the fact that the problems which caused the
FLORIDA sysicm to crash were machine-
- velated rather than a result of unusually heavy
case joads, In Ddecember of 1995, a judge
diszmissed Florida's suit along with its request
that EDS be banned from doing business in
Florida,

Success Stories?

Two local government contracts, which
EDS cites as success stories, have been
criticized by the press. One section of EDS'
WorldWide Web page promotes its contract
with Chicago's Bureau of Parking Enforcement
as & great suceess, which has increased parking
fine coliection and eased traffic in the city.
When EDS won the $40 million contract in
1990, it was the company's first parking ticket
collection contract. A local news article alleged
that political connections plsyed a significant

" "role in EDS obmining the contract EDS denied

June 1996 .



AMERICA WORKS

Company Profile

L.E:B%aiu.ﬂna&n& gaaﬁ& services for welfare re QE..
The company was founded in .ﬁ& er Cove and Lee Bowes. a husband and wife §
Hartford, Connecticut. Bowes has a no ctoral degree in nohzh:mnaga night courses at
Columbia University. Cove received a bachelor's degree in sociology from Northeastern
University in 1963 and then wernt to work on municipal projects in New York and Boston. From
1976 until 1983, he served as Eagsgﬂug&?n QNG
Boston-based nonprofu job placemert organization. - -

?E%Qgﬂg now located in New - York- City, sﬁ.vgnﬁo&

in several other cities. In 1994, New York City Mayor Rudy Giuliani and then New York

. Governor Mario Cuomo joined forces to expand the role of America Works in New York State.
America Works has corzinued 1o operate in Hargford, where it has been awarded $6 million in
contracts from Connectiag. Indianapolis signed a corntract with America Works in November
1993. Retired businessman Abraham Levovitz bought the comparty in 1985 and now controls 100
percens of the capital stock. -

Are They Creaming the Welfare
~ Crop?

“creaming” - focusing en welfare recipients expericrce. ™ Public complaints arose when
difficolt and urgent cases. Public agencies, deadlines and particularly when the company

_ left with the most difficult cases, aficn are rented deluxe office space in dowmown

criticized for not schieving the placement Buffalo. When county officials attempted to

of jes who cream. - extend the contract in September 1986,
e OF Compais . Iwmakers objectad because there had been
: Buffalo, New Yorkbad anespecialy 20 competitive bidding process for the
bad experience with America Works' original contract. Forced to bid against other
EEWEEE..&.G?, groups, Ammcrica Works lost out w 2

i Bn_noﬁnuaguﬁuaaﬂnn momprofit group,  This arganization, now
Euraﬂﬁa by Jammary 19587. The .%Bﬁgglﬁn.g
Works suaff would sclect omly those thet America Works did more harm than
applicants who demonstrated “superiar good by leaving behind  chromically



Contract Costs

America Works has been criticized
for contran costs. Although the company

claims that it charges only for permanent job -

" placemens, it acanlly profits in two ways
regardiess of the placement onrcoms. Two-
thirds of its revemue comes from the comtract
payment, which averages around $5,000 per
client and is paid in stages during the training
and placement process. The other third
cames from the portion of the clisnrs” wages

retained by Americs Works during the three

1o four-gnonth wial period. During this time,
the employer pays America Works $6.00 -
$5.00 per hour and it in tzn pays the trainee
the miniommm wage. In addition to these two
Waorks gets spproximately half of the federal
tax credit that- businesses get for hiring
disadvantaged workers and the employer
receives the remainder.

Axnerica Works' contract with New
York was stucmred so that America Works
received a portion of its $5,500 fee for each
placement just far emrolling welfare
Tecipients in its course, then a bulk paymemnt
immedisrely following placement, and a final
payment if the person remained in the job for
three months. Consequently, the state paid
approximately $1 million to America Works
for people who never found jobs and for
placements that never became permanent.

The swmte of Ohio canceled i
comract with  America Works in 1986

becamse the company was 00 expensive
Officials believed that the company had not
placed enough people over the course of its
two years of operation. One state official
estimated placement costs st 524,000 per
person and claimed they lost millions of
dollars by contracting with America Works
Future

Jm_e 1996.
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Bush's ex-aide now lobbyist for firm in bid to run welfare

By POLLY ROSS HUGHES
Copyright 1997 Houston Chronicle Austin Burean

AUSTIN -- As an aide to Gov. George W. Bush, Dan Shelley --who is now a lobbyist for
Lockheed-Martin -- played a key role in changing legislation that resulted in a sweeping proposal by the
company to privatize the state's welfare system, Democratic lawmakers revealed Monday.

Lockheed, better known for its defense contracts, is one of several technology companies hoping to land
a $2 billion, five-year contract to create and possibly run a system to screen Texas applicants for welfare
and other social services benefits.

The groundbreaking project is undergoing federal scrutiny; Bush's office is expecting word by March 31
on whether the state can start taking bids.

Shelley protested Monday that he was only acting in behalf of the governor's welfare policy staff two
years ago when he asked legislators to back a brief amendment to a 21 1-page welfare bill.

The amendment sounded innocuous enough. It simply stated that the project would be done "in
consultation and coordination with the State Council on Competitive Government." The council is made
up of the governor, lieutenant governor, speaker of the house, comptroller of the currency and general
services commissioner.

The result, however, was that the Council on Competitive Government later allowed companies such as
Lockheed-Martin to propose broad privatization measures that went far beyond what legislators said
they intended.

Shelley insisted that although he later went to work for Lockheed, he had no contact with the company
at the time that he was pushing the amendment. He also said he knew of no private companies that were
lobbying for the amendment at the time.

"I think you're trying to find some smoking gun or you think I did something sinister, when you're
wrong," Shelley said. -

Shelley was one of several former state officials targeted by the Texas State Employees Union in an
ethics complaint filed with the Travis County district attorney and county attorney last fall. No action
has been taken on that complaint, which also included other former state officials who went to work for
Lockheed.

"The perception is very, very bad. That's why I have said the process is tainted -- because it is," state
Rep. Garnet Coleman, D-Houston, said Monday.

"It's no one in this Legislature's fault that Lockheed-Martin ran into some difficulties perceptionally
early on. That's the fault of the people they chose to hire and that's the fault of some things that
occurred,"Coleman said.

Lockheed's controversial proposal goes the farthest in privatizing the state's welfare system and could set
the company up as the employer for thousands of displaced state workers.

Several lawmakers say the proposal is far beyond the scope of what they had envisioned. Coleman and

others are now seeking more legislative control over the welfare screening project known as the Texas
Integrated Enrollment System, or TIES.

03/23/97 07:24:16
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At least four bills aimed at limiting the role of private companies appeared by last Friday's pre-filing
deadline. While not eliminating the participation of private companies altogether, the bills call for more
legislative oversight and less private power.

Rep. Glen Maxey, D-Austin, said the new bills are necessary because the amendment Shelley proposed
had unintended consequences.

"Since last session, that has grown into a huge privatization program the Legislature never considered,
talked about or voted on," he said.

TIES, billed as a one-stop shopping approach for welfare applicants, has widespread support among
lawmakers, but the role a private company would play has become increasingly controversial.

Companion bills in the House and Senate would limit the role of a private technology company to
developing the technology itself and providing technical support.

"It scales it back," said Rep. Elliot Naishtat, D-Austin, the House sponsor. "It guarantees that people
applying for (benefits) would spend more time interacting with a real person and less time with a
computer or kiosk."

House Appropriations Chairman Robert Junnell, D-San Angelo, also filed a bill he said will give him
flexibility to make changes in TIES legislation, depending upon the federal government's response.

"Members (of the committee) are going crazy hearing from state employees afraid they're going to lose
their jobs," said Janice Carter, chief aide to the budget-setting committee. "It's the uncertainty of the
state employees. It came up over and over again in appropriations."

Coleman said he hopes the philosophical objections to all-out privatization aren't lost in the upcoming
debate. He fears that companies worried about the bottom line will not be sensitive to the needs of
welfare applicants. '

"What you want is to make sure that whoever is providing that service is sensitive to that family's need,"
he said.

03/23/97 07:24:16
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State workers' union seeks ethics probe of welfare bids

By POLLY ROSS HUGHES
Copyright 1996 Houston Chronicle Austin Bureau

AUSTIN -- A government employees union that stands to lose thousands of jobs asked prosecutors
Wednesday to investigate possible ethics violations by six former state officials who could profit from a
contract to privatize welfare. :

The Texas State Employees Union sent identical complaints to the Travis County district attorney and
county attorney, saying a $2 billion state welfare contract has led to what might be "the greatest
lobbying campaign in the history of Texas state government."

"We are asking for an investigation of the growing pattern of high-ranking state officials who are leaving
their positions and going to work for corporations who are seeking billions of dollars worth of contracts
for privatized public services in Texas," union member Pauline Torres, an employee of the Department
of Human Services, said at a news conference to announce the complaints.

Travis County Attorney Ken Oden and District Attorney Ronald Earle said they will evaluate the
allegations to determine if the state's "revolving door" law and other ethics statutes have been violated.
Breaching the various ethics laws would be misdemeanor offenses, but no individuals named in the
complaint are currently under criminal investigation, they said.

"This complaint raises complex and serious allegations," said Oden. "The stakes are very high in this
competition to receive enormous government contracts.

"The concern expressed in the complaint is that the public interest be protected in this process. That is a
valid concern. It deserves and will receive a deliberate analysis,” Oden added.

The complaint stirred considerable controversy inside and outside government. It names former
employees of the governor's office, the lieutenant governor's office, the comptroller's office and the
Texas Workforce Commission who now work for companies expected to bid on or profit from a
five-year contract to automate and privatize Texas welfare programs.

The revolving door provision of the Texas Government Code applies to high-ranking officials in
regulatory agencies rather than the governor's office or lieutenant governor's office, said Karen
Lundquist, attorney for the Texas Ethics Commission.

Since the departure of these employees, the governor and lieutenant governor's office have instituted
revolving door policies for their employees.

"We think in some cases the revolving door applies," said Travis Doncho, an organizer at the union. "In
other cases we think the conflict of interest or improper influence provisions of state law apply.”

The contract is known as TIES or the Texas Integrated Enroliment System, and union officials estimate
it could result in the loss of 13,000 state jobs.

An offer for bids has not been issued yet and has been delayed for several months as the federal
government has taken a closer look at thie state's plans, according to those closely involved in the
privatization issue. The main competitors for the contract include Lockheed-Martin and IBM in
partnership with the Texas Workforce Commission, Electronic Data Systems and Unisys Corp. in
partnership with the Department of Human Services and Andersen Consulting on its own.

The complaint is lodged against:

03/23/97 07:20:20
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- Dan Shelley, a former legislative assistant to Gov. George W. Bush and now a lobbyist for
Lockheed-Martin/Information Management Services.

- Greg Hartman, formerly the director of communications for Comptroller John Sharp who now works
for consulting firm MGT of America.

- Alan Pollock, who formerly worked in the comptroller's office and now works for MGT of America.
- Steve Bresnen, a former special assistant to Lt. Gov. Bob Bullock and now a lobbyist for Lockheed.

- William Grossenbacher, formerly an official of the Texas Workforce Commission and now an
employee of Lockheed.

- Richard Evans, a former Bush aide, now an assistant to Shelley at Lockheed.

"Governor Bush and other state leaders will make their decisions on this issue based upon improving
services and saving tax dollars, not on which lobbyist has signed up with which clients," Bush's
spokesman Ray Sullivan said in response to the union's charges.

A Lockheed spokesman contends that none of the former state officials it has hired had any involvement
in the procurement of the billion-dollar contract to privatize welfare.

"The union stands to lose a number of jobs as a result of this," said Lockheed spokesman Bill Miller. "1
think it is unfortunate they have chosen to malign long-time public servants who have done nothing
improper. There's certainly a bit of self-serving language in their statements."

The union, however, was joined at the press conference by Public Citizen/Texas, a consumer watchdog
group founded by Ralph Nader. Spokesman Craig McDonald said the group also seeks to expose
activities surrounding the welfare contract that might violate the public trust.

He said the privatization of welfare raises questions about government jobs, the quality of service that
will be provided and whether it will save taxpayers money or cost them more.

"How can we know that all those implications of this project are going to be evaluated fairly if those
who put the deal together are the ones who are going to get the most profit out of it?" he asked. "That's
what raises the level of trust here, the breach of trust.”

Greg Hartman, who was named in the complaint, said the union's charges regarding his activities are
false and unfair. He said he has been especially careful not to violate the revolving door policy since
leaving the comptroller's office.

"It's painful for them to call for this investigation based on a pile of incorrect facts and innuendo," he
said. "I have never done any kind of lobbying on this project.”

Health and Human Services Commissioner Mike McKinney said he thinks the union's call to halt the
procurement process while the investigation is under way "stinks to high heaven."

McDonald of Public Citizen criticized McKinney, who is not named in the complaint, for leaving a job

at EDS to head the commission that oversees the Department of Human Services. That state agency is
NOW, an EDS partner in the TIES project. :
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Not for Profit

Welfare is a state function not heedlessly privatized

Since the Congress passed and President Clinton signed a welfare reform bill that will replace the federal
welfare program with state initiatives funded by block grants, a host of American companies have
jumped into heated competitions for millions of dollars in state welfare contracts. They are being greeted
with warm interest by government officials who will soon face fixed funding for welfare and penalties
for not moving enough recipients into jobs within two years.

The public should beware.

In order to make a profit from privatized welfare programs, companies will have no choice but to get
poor people off the dole. That is a most worthy goal. However, decisions about denying aid to a welfare
mother should not be made based on pressures to increase profits.

There will come no argument from this quarter that government unquestionably could do this job better
than the private sector could. But taxpayers should be very concerned about who will pay if, under a
private-sector contract, more children begin to go hungry and job training and other workfare programs
fail to meet expectations.

Millions of people could be dismissed from the rolls unprepared to feed and house themselves and their
children, but the welfare contractors will have already pocketed the states' welfare block grants.
Taxpayers will have given up their federal welfare funds but not their role of ensuring that children do
not starve. .

There are many suitable places for the private sector to step in to save the government money on its
welfare programs. There are areas in which business has a long history of success, such as accounting
and check disbursing. The states could even enter fixed-rate contracts with firms to do job training,
applicant screening or recruiting for employers willing to hire welfare recipients in entry-level jobs.

Government bungling on welfare has been horrendous, and the system long has been need of

overhauling. But we should consider carefully before farming out the welfare system wholesale to
companies that necessarily must put profits above the taxpayers' interests and those of the poor.

1ofl 03/23/97 07:17:51
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Welfare Reform Incorporated: Social
Policy Going Private

States Turning Agencies Over to Business

By Judith Havemann
Washington Post Staff Writer
Friday, March 7 1997; Page A0I
The Washington Post

As states begin remaking their welfare programs, several are turning over whole
sections of their bureaucracies to private industry, a move that could eliminate tens of
thousands of government jobs and leave some states with an unprecedented reliance on
big business to carry out social policy.

Texas hopes to contract out 13,000 welfare jobs now held by state employess.
Wisconsin has handed over the administrative tasks of welfare in part of Milwaukee
County to a Virginia-based company called MAXIMUS Corp. The Arizona legislature
is considering whether to go further yet: eliminating the state welfare bureaucracy and
turning the job of caring for the poor over 1o the private sector.

For years, states have been relying on business to ¢arry out what used to be considered
government work; food conglomerates manage school cafeterias and banks in many
areas have taken over the collection of taxes. More recently, an entire new industry has
emerged to run prisons.

What makes welfare stand out is that, rather than simply performing management
duties, companies are in position to become decision-makers, helping to deterinine
who gets what help and under what circumstances.

For business, welfare reform is being viewed as a Jucrative new field that promises to
becomc a multibillion-dollar enterprisc. But it is also becoming clear that, as the
nation undergoes what could be one of the largest transfers of public sector operations
into private hands, powerful opposition to the idea is forming.

Among the strongest opponents of welfare privatization is organized labor, which
believes the move could cost unions thousands of state jobs. Advocates for the poar,
meanwhile, worry that corporations will be more interested in protecting their bottom
lines than the interests of the needy, particularly if those two goals diverge.

In the middle of the dispute is the White House, which must approve any broad
privatization plans, but, according to those on both sides of the debaie, seems
paralyzed about what to do.

At stake is the shape of welfare reform to come as states begin the job of moving
millions of women with children into the work force. States sec privatization as a way
to inject efficiency, up-to-the-minute technology and private sector performance into
the backwaters of their weifare offices. They say turning over large sections of this task
to business will save states money and provide better service to the welfare clients for
whom they are trying to find jobs.

03/19/97 14:43:4¢



But the labor unions that represent government workers argue (hat states are unfairly
taking these jobs away and being shortsighted about the dangers of reliance on big
business.

"This “reform' enables big business to rack up huge profits. while facilitating potential
losses in public accountability and client confidentiality," said the Amernican
Federation of State, County and Municipal Employees, which represents 1.3 million
workers nationwide.

The privatization is particularly troublesome to unions because their members are
already being threatened by job losses as states such as New York start requiring
thousands of welfare recipients to begin working for the city and state governments in
return for their benefits. In all, more than 50,000 poor Americans are picking up trash,
scrubbing trains and filing papers to work off their welfare and food stamp payments
in various cities, The program is growing so fast that "workfare” !aborers outnumber
paid workers by 3 to 1 in some places.

Organized labor, unable to block the expansion of the program at the local levels, has
been pressuring Washington to pledge that welfare recipients at least be guaranteed
the minimum wage and other protections.

Welfare reforms' threats to organized labor come together in Washington, where
several federal agencies are deciding what standards the federal government will
require states to meet in contracting out welfare, food stamps and Medicaid
administration, as well as in state workfare proposals.

The largest and most far-reaching plan comes from Texas, where the legislature voted
in 1995 to contract out the jobs of about 13,000 workers who determine eligibility for
welfare, food stamps and Medicaid. Among those bidding for the contract are
Lockheed Martin Corp., IBM, Electronic Data Systems Corp. and Andersen
Consulting, a subsidiary of the accounting firm Arthur Andersen & Co.

Federal agencies have been contemplating the Texas proposal since June, under heavy
union pressure to block it by any means possible. After months of questions and
N information exchanges, federal officials sent the state a curious letter in January:

"We cannot provide a final decision on your request at this time. . . . The issues . . . are
being discussed at the highest level within the Department of Health and Human
Services," the letter said. A second letter went out last Friday, warning Texas that it
might be jeopardizing federal funds it if proceeds.

But after informing HHS that cach month of delay is costing Texas taxpayers $10
million, the state decided to move ahead without Clinton administration approval. "We
spend half of our money Jon welfare] for eligibility systems,” Texas Gov. George W.
Bush (R} said in an interview, "an amazing statistic.” He suggested that the federal
delay might be caused, in part, by organized labor. "Public employee groups are
nervous . . . that it will set a precedent,” he said.

The state believes that by further automating its practices, it will improve the level of
client services, and at less cost to the state. Texas expects to save 10 to 40 percent of

the $550 million it now spends to administer these programs. By fall, the state hopes
1o have the new system up and running. ’

Organized labor has a two-track strategy to derail the privatization proposals before
then: the national track, where the union presidents are seeking repayment of the
investment they made in President Clinton’s reelection campaign; and the state track,
where they are lobbying legislatures, the public and welfare clients about the dangers
of privatization,
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National union presidents met with White House Chief of Staff Erskine B. Bowles,
national economic adviser Gene Speriing and others in late January, seeking to block

the Texas plan. Unions have also inundated federal agencies with thousands of letters
protesting the plans.

* We have been raising hell in every forum we have," said Michael Gross, the
organizing coordinator for the Texas State Employees Union, part of the
Communications Workers of America.

Grross said he is concerned that private companies will cut the number of people
administering welfare and replace them with computerized kiosks or other measures
that would reduce the work force.

I ockheed said it has no intention of replacing welfare caseworkers with computers and
wvoice mail. "We have always said that this is a people business and the most important
person in the welfare system is the front-line worker," said Gerald Miller, senior vice
president and managing director for Lockheed's welfare reform services division,
himself a former Michigan welfare commissioner. "We have a team of people who
have run welfare programs throughout the country, we know how to run programs,
how to help people find jobs and we have an outstanding technology partner.®

Robert Stauffer, a vice president with EDS, said, "We are going to be using technology

as an enabler, but blending the best of the private sector way of doing things with the
best of the public sector.”

Even in states more labor-friendly than Texas, union campaigns against privatization
have won only limited success in the welfare reform bills that are moving through
legislatures.

New Jersey unions succeeded only in winning a one-year moratorium on privatization,
and they failed in an effort to guarantee the minimum wage to recipients who are
required to work off their benefits in workfare jobs.

‘While federal and state governments have been contracting out work for decades, often

over organized labor's objections, poverty advocates say new dangers are presented
when the work to be privatized is welfare.

Advocates for the poor fear that putting profit-making companies in charge of welfare
will cruelly twist the incentives from assisting the poor to making money.

"Starkly put, companies have a duty to shareholders to make the maximum profit

possible,” said Henry A. Freedman, executive director of the Center on Social Welfare
Policy and Law in New York.

Other advocates fear that if a company's profits are tied to reducing the number of
pcople on welfare, the firms will work to manipulate the system to keep poor women
from signing up in the first place, force recipients into jobs lasting just long enough so
they can collect their moncy, or even offer up clients to perform free work in exchange

for employer "training.” The goal of welfare reform is to make poor families
self-sufficient.

MAXIMUS, the Virginia firm that won the Milwaukee contract, dismisses such
speculation. "It is insulting to the people in [state] social services to say they are so
dumb that they would construct contracts that don't protect the recipients,”
communications director Kevin Geddings said. "Clearly the incentive is 10 get people
into well-paying jobs. The bottom line is tied to how well the client does.” '

© Copyright 1997 The Washington Post Company
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POLL FINDS LUKEWARM SUPPORT FOR PRIVATIZATION

A recent survey of 1000 likely voters by Lake Sosin Snell & Associates reveals that
privatization of government services has only lukewarm support, with a plurality of voters
opposing privatization of welfare programs. Opposition to privatization is concentrated
among key core and swing Democratic constituencies, including 1996 Clinton voters, seniors,
union households and women.

. The immediate response to privatization is favorable, but surprisingly lukewarm.
When asked if they support “privatization of government services,” 45% of voters are
in favor and 34% oppose. But only 22% are strongly in favor of privatization, nearly
matched by the 19% who strongly oppose it.

> Opposition to privatization is strongest among key Democratic core and swing
constituencies, including seniors (39% oppose, 33% favor), Democrats (44%
oppose, 33% favor), and Clinton voters (42% oppose, 35% favor).

> There is a gender gap on this issue among independents and Republicans.
Independent women are 15 points less supportive of privatization than
independent men, and Republican women are 11 points less supportive than
Republican men.

. Counterintuitively, specifying welfare programs as an area to be privatized reduces
voter support for privatization. Only 40% of voters support privatizing welfare
programs, while 44% oppose it. Opponents of privatization feel more intensely than
supporters: 28% strongly oppose privatization of welfare programs, while 22%
strongly favor it.

> Among key constituencies, specifying welfare programs moves the following
groups to oppose privatization: union households (48% oppose, 40% favor --
this demographic includes all unions, not just government unions); women over
the age of 45 (47% oppose, 38% favor); independent women (40% oppose,
35% favor); and blue-collar men (49% oppose, 40% favor).

> The strong opposition among seniors (52% oppose, 26% favor) is reflected
in our focus group research as well, where seniors express concern that
privatizing welfare today will lead to privatizing Social Security tomorrow.

. Voters have a general sense that privatization would be effective at saving money
and reducing the number of people on welfare, but not as strongly as one might
expect. A slim majority (53%) of voters believe that privatization would be at least

1730 Rhode Island Avenue NW, Suite 400 - Washington, DC 20036 - (202) 776-9066 - {202} 776-9074 fax
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somewhat effective at reducing the number of people on welfare, but only 19% believe
it would be very effective. Similarly, 51% believe that privatization would be at least
somewhat effective at saving money, but only 19% believe it would be very effective.

. When voters hear extended arguments on both sides, including positive
arguments for privatization, support for privatization remains stagnant at 46%
(46% favor, 43% oppose, 11% don’t know). Furthermore, the intensity is in the
opposition (28% strongly oppose, 25% strongly favor).

. It is relatively easy to raise doubts among voters about privatization. For
example, voters rebel strongly against the idea of allowing large defense
contractors to administer state welfare programs (64% oppose, 45% strongly
oppose; only 16% favor, 5% strongly favor). This surge in opposition appears at the
mere mention of defense contractors, even before any specific arguments are made
against privatization.

. Arguments tested against welfare privatization are surprisingly strong:

> Voters find it very believable that privatization would end up costing them
money. They remember that private contractors charged the government
hundreds of dollars for toilet seats and hammers, and they readily believe
this type of abuse would occur with privatization; two thirds (66%) say this
is a convincing reason to oppose privatization (40% say it is very convincing).

> Voters also believe that private companies would charge the government too
much money in cost overruns (57% say this is likely, only 22% say it is
unlikely).

> Voters agree that opening up the welfare system to private interests would

lead to bribes and corruption. A solid majority (62%) say it is likely that
politicians would be corrupted by bribes and donations from companies who
want big contracts. In fact, this is seen as the most likely consequence of
privatization out of any we tested. Two thirds of Republicans and a majority
of voters in every region of the country find this a convincing reason to oppose
privatization. Even a majority (53%) of those who start out strongly in favor
of privatization say this is a convincing reason to oppose it.

> Many voters also dislike the idea of out-of-state or multinational
corporations taking jobs away from local people, who are best equipped to
handle local concerns (72% say this is convincing, 40% say it is very
convincing); however, this is slightly less compelling than the arguments

Lake Sosin Snell
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previously mentioned. This argument is particularly strong in the Midwest
(74% find this convincing, 40% very convincing), among Republicans (71%
convincing, 40% very convincing) and among men (72% convincing, 40% very
convincing).

. The strongest arguments against welfare privatization form a coherent, believable
scenario: out-of-state and multinational corporations will take jobs away from local
people who best understand local issues, waste taxpayer money through fraud and cost
overruns, and bribe politicians to give them public contracts.

. Contrary to conventional wisdom, there is an electoral disadvantage for
supporters of privatization. Over one-third of voters (36%) would be less likely to
vote for a pro-privatization candidate, while only one-quarter (27%) would be more
likely. Furthermore, the intensity is among the opposition (21% are much less
likely to vote for a pro-privatization candidate, but only 11% are much more likely).
Voters in every region, including the South (26% more likely, 36% less likely), are
less likely to support a candidate who supports privatization.

. Supporting privatization is a clear liability among key Democratic constituencies,
including seniors' (18% more likely to vote for pro-privatization candidate, 41% less
likely), Democrats (20% more likely, 48% less likely), Clinton ‘96 voters (22% more
likely, 47% less likely), union households (25% more likely, 49% less likely), and
African Americans (22% more likely, 43% less likely).

Methodology: This analysis is based on a national random-digit-dial (RDD) survey of 1,000
adult Americans likely to vote in the 1998 elections, designed and administered by Lake Sosin
Snell & Associates (Celinda Lake, President). The margin of error for the survey is +/-
3.1%. - )

'In focus groups, seniors have told us that they worry about privatization of welfare in
part because they believe that Social Security would be next on the list of programs to
privatize. :

Lake Sosin Snell
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Hello. My name is . I'm calling for National Opinion Surveys. We are conducting a public
opinion survey and | would like to ask you some questions. We are not selling anything, and ! will not
ask you for a contribution or donation.

Could | please speak with the (male/female) 18 or older in your household who ceiebrated a birthday
most recenthy?

1. First, are you registered to vote at this address? [IF NO, ASK FOR A FAMILY MEMBER WHO
IS. IF NONE, TERMINATE AND MARK TQ1 ON SAMPLE SHEET]

Gender of respondent

Male ................ 47
Female ....... ........ 53
2. There are many reasons why people are not able to get to the polis to vote. Do you recall

whether you were able to vote in the last election for president between [ROTATE NAMES]
Republican Bob Dole, Democrat Bill Clinton and Independent Ross Perot, or for some reason
were you not able to vote?

[IF VOTED] Did you vote for Dole, Clinton, or Perot?

Dole . ........ B 27

Clnton_. . . .......... ... ..., 40

Perot . .......... i 5
{Did notvote) .................. 10 _
{Someoneelse) .................. 2
{ineligible} . . .................... 0
(Refused) ..................... 16

3. How likely are you to vote in the election in November 1998 for U.S. Congress and other

offices -- are you almost certain to vote, will you probably vote, are the chances about 50-50,
are you probably not going to vote, or are you definitely not going to vote?

amostcertain . ..............¢c... 75
probably . ....... .. . ... . e 25
50-bO0 ... ..... e e e TERMINATE
probablynot . ............. TERMINATE
definitely not . . . .. ......... TERMINATE

(don'tknow) ............ TERMINATE



Now, | am going to mention the names of some organizations. Please tell me whether you have a very
favorable, somewhat favorable, somewhat unfavorable, or very unfavorable impression of each one.
If you haven't heard of someone or if you don't know enough about that organization to have an
impression, just say so and we will move on.

Here's the first one: [READ NAME]. Do vou have a very favorable, somewhat favorable, somewhat
unfavorable, or very unfavorable impression of [INAME]?

Very Smwt Smwt Very Can't Don't

fav fav unfav unfav Rate Know
[ROTATE C.4-Q.7]
SPLIT SAMPLE A
__4. Lockheed-Martin Corporation . . ........... 7 19 7 3 12 52
SPLIT SAMPLE B
__b. Multinational defense companies . ........ 3 17 11 7 12 49
SPLIT SAMPLE A .
__6. Defense companies . ................. 10 21 N 5 1 43
SPLIT SAMPLE B

_7.Defensecontractors . .................. 6 23 14 8 12 37

RESUME ASKING EVERYONE
8. Ingeneral, do you favor or oppose privatization of gowvernment services? [IF FAVOR/OPPOSE:] Do
you (favor/foppose) this strongly or not so strongly?

Favor/strongly . .............. . ... 22 45
Favor/notsostrongly . ......... .... 23
Oppose/notsostrongly . ....... .... 15
Oppose/strongly . ........... . . ... 19 34

(Don‘tknow) ........,. . 4v « ... 22

SPLIT SAMPLE A

9. In general, do you favor or oppose privatization of gowvernment services, that is, subcontracting of
government services to private companies? [IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly
or not so strongly?

Favorfstrongly . ............. . ... 25 51
Favor/notsostrongly . ......cc « « ot 26
Oppose/not sostrongly . ....... .... 13

- Oppose/strongly . ........... . .... 19 32
(Don'tknow) ........... e e e e 17

SPLIT SAMPLE B
10. In general, do you favor or oppose privatization of government services, that is, using tax dollars
to hire private companies to do things the government normally does? [IF FAVOR/OPPOSE:] Do you

{favor/oppose) this strongly or not so strongly?

Favor/strongly . ............. . «... 18 37
Favor/notsostrongly .......... .... 18
Oppose/notsostrongly . ...... . .... 19
Oppose/strongly . ........... . .... 32 50
(Don'tknow} ............. . .... 13

. Lal;'a Sosin Snell & Associates



EVERYONE
Now iet me ask you about something a little more specific.

SPLIT SAMPLE C
11. Do you favor or oppose the privatization of state welfare systems? {IF FAVOR/OPPOSE:] Do
you {favorfoppose) this strongly or not so strongly?

Favor/strongly . .................. 20 38
Favor/fnot sostrongly . ............. 18
Oppose/not so strongly . ........... 16
Oppose/strongly . ................ 27 44
(Don‘tknow) . ................. 18

SPLIT SAMPLE D

12. Some people have proposed the privatization of state welfare systems. This means that the
states would hire private companies to administer their welfare system, instead of having
welfare administered by public employees. Do you favor or oppose the privatization of state
welfare systems? [IF FAVOR/OPPOSE:] Do you (favorfoppose} this strongly or not so strongly?

Favorfstrongly .. ................. 24 41
Favor/notsostrongly .............. 18
Oppose/not so strongly . .........., 16
Oppose/strongly . ... ............. 28 44
(Don'tknow) .................. 15

SPLIT SAMPLE A
13. Do you think that privatization of state welfare systems would be very effective, somewhat
effective, not too effective or not at all effective in reducing the number of people on welfare?

Very effective . .................. 19 53

Somewhat effective . . ............. 34

Not too effective . ................ 17

Not effectiveatall ................ 18 34
(Don'tknow! .. ..... .. 12

SPLIT SAMPLE B
14. Do you think that privatization of state welfare systems would be very effective, somewhat
effective, not too effective or not at all effective at saving money?

Veryeffective . . ... .............. 17 51

Somewhat effective . . ............. 34

Not too effective . ................ 19

Not effectiveatall . ............... 19 38
(Don'tknowl . ........ccivveuerven 11

Lake Sosin Snell & Associates



SPLIT SAMPLE A
15. Do you favor or oppose allowing large defense contractors to administer state welfare
programs? [IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly or not so strongly?

Favorfstrongly . ................... 8 16
Favor/fnotsostrongly ............... 8
Oppose/not so strongly ..........., 19
Oppose/strongly ... .............. 45 64
(Don‘tknow) . ................. 19
SPLIT SAMPLE B
16. Do you favor or oppose allowing large defense contractors like Lockheed-Martin to administer
state welfare programs? [IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly or not so
strongly?
Favorfstrongly ... ................. 5 15
Favor/notsostrongly . ............. 10
Oppose/notsostrongly ............ 20
Oppose/strongly . ................ 45 65
{(Dontknowl .................. 20

SPLIT SAMPLE A
17. Do you favor or oppose allowing non-profit organizations to administer state welfare programs?
{IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly or not so strongly?

Favor/strongly . ... ......¢coo ... 25 54

Favorfnotsostrongly .............. 28

Oppose/not so strongly ... ......... 12

Oppose/strongly . ................ 20 32
(Don‘tknow) ............c¢c.o.... 14 .

SPLIT SAMPLE B

18. Do you favor or oppose allowing non-profit organizations like churches and the Salvation Army
to administer state welfare programs? [IF FAVOR/OPPOSE:] Do you (favor/oppose) this
strongly or not so strongly?

Favor/strongly ................... 33 57
Favor/mot sostrengly . ............. 24
Oppose/not so strongly . ........... 15
Oppose/strongly .. ............... 20 35
{Don‘tknow) .. ................. 8

RESUME ASKING EVERYONE

19. How concerned are you that privatization of state welfare systems would cause thousands of
people who work for the government to lose their jobs -- very concerned, somewhat concerned,
not too concerned, or not concerned at all?

Very concerned . ........ e 24" 59

Somewhat concerned . .. ........... 35 —

Nottooconcerned ................ 22

Notconcermmedatall . .............. 15 37
{Don‘tknow) ............ e 4

Lake Sosin Snell & Associates



SPLIT SAMPLE C

Now | am going to read you a list of things that some people have said could happen if state welfare
systems are privatized, that is, private companies are hired to administer state welfare programs. For
each one, please tell me how GOOD or BAD it wouid be if that thing happened on a scale of 0 to 10,
where a zero means it is one of the worst things that could happen and a ten means it is one of the

best things that could happen, and you can be anywhere in between,

Here's the first one. [READ ITEM] How bad or good would that be if it happened? Remember, a zero
means it is one of the worst things that could happen and a ten means it is one of the best things that

could happen, and you can be anywhere in between.

ROTATE Q20-Q29

__20. Politicians would be corrupted by
bribes and donations from companies
who want big contracts

__21. Existing government workers would
lose their jobs

__22. The government would save money

__23. Only those welfare recipients who are
easiest to help would receive help

__24. More people would be moved from
welfare to work

__25. Private contractors would charge the
government too much money in cost
overruns

__26. Many children who need help would
slip through the cracks and not be taken
care of

__27. Voters and taxpayers would
have less say and control over
welfare programs

__28. Low-income working people would
be displaced

__29. People who need help badly would
slip through the cracks because private
contractors don’t have enough expertise
in administering welfare

Mean

3.2

4.4

6.3

4.3

7.2

3.9

3.4

4.0

3.7

3.6

Worst
0-4

63

a4

25

45

17

556

61

51

56

58

5

16

27

16

21

11

15

14

19

17

186

Best
6-10

18

26

55

27

68

24

22

26

20

22

dk
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SPLIT SAMPLE D

Now | am going to read you a list of things that some people have said could happen if state welfare
systems are privatized, that is, private companies are hired to administer state welfare programs. For
each one, please tell me how LIKELY or UNLIKELY you think it is that that thing would happen on a
scale of O to 10, where a zero means it is very unlikely that it would happen and a ten means it is very
likely that it would happen, and you can be anywhere in between.

Here's the first one. [READ ITEM] If state welfare programs are privatized, how likely would it be that
this would happen? Remember, a zero means it is very unlikely that it would happen and a ten means

it is very likely that it would happen, and you can be anywhere in between.

ROTATE Q30-Q39

__30. Politicians would be corrupted by
bribes and donations from companies
who want big contracts

__31. Existing government workers would
lose their jobs

__32. The government would save money

__33. Only those welfare recipients who are
easiest to help would receive help

__34. More people would be moved from
welfare to work

__35. Private contractors would charge the
government too much money in cost
overruns

__36. Many children who need help would
slip through the cracks and not be taken
care of

__37. Voters and taxpayers would
have less say and control over
welfare programs

__38. Low-income working people would
be displaced

__39. People who need help badly would
slip through the cracks because private
contractors don’t have enough expertise
in administering welfare

Mean

6.8

6.2

5.6

5.3

6.3

6.4

5.8

6.0

5.3

5.6

Unlikely
0-4

21

22

33

32

22

22

34

27

34

3b

b

14

22

18

21

16

17

15

18

21

16

Likely
6-10

62

53

45

41

58

57

48

52

40

45

dk
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SPLIT SAMPLE A

Now I'm going to list some specific government programs that some people have proposed privatizing,
that is, some people have proposed hiring private companies to administer these programs. After each,
please tell me whether you favor or oppose privatizing that program.

[IF FAVOR/OPPOSE: Would you strongly (favor/oppose) or not so strongly {favor/foppose) privatizing
that program?

[ROTATE Q.40 to Q.41] Str NtSo Nt So Str (DK)
Fav Str Fav StrOpp  Opp

__40. Food stamps and other food assistance
programs for low income families . . ... ....... 27 22 19 25 7

__41. Medicaid, the program that provides health
care for low income families ............... 28 19 17 28 7

SPLIT SAMPLE B

Now I‘'m going to list some specific government programs that some people have proposed privatizing,
that is, some people have proposed hiring private companies to administer these programs. After each,
please tell me whether you favor or oppose privatizing that program.

[IF FAVOR/OPPOSE: Would you strongly {favor/oppose} or not so strongly {favor/oppose} privatizing
that program? .

[ROTATE Q.42 TO Q.43] Str NtSec  NtSo Str (DK}
Fav Str Fav  Str Opp Opp

_42. AFDC, or Aid to Families with Dependent
Children, which provides assistance for
basic living expenses for low income families ... 27 20 17 25 10

43. Unemployment insurance ................. 23 23 16 28 9

Lake Sosin Snell & Associstes



SPLIT SAMPLE C
Now let me read you two statements that supporters and opponents of privatizing state welfare
systems have made. -

ROTATE

__Supporters of privatization say that private companies can run welfare systems more cheaply and
more effictently than government. Governments have been running the welfare system for sixty years
now, and it is hard to imagine how anyone could do a worse job. The public employees who run the
welfare system, and their unions, are more concerned about keeping their government jobs than in
getting people off welfare. The public employee unions benefit from things staying the way they are,
so they are fighting against reform. By putting private companies in charge of welfare, we will run the
welfare system more like a business, and will cut down on waste, fraud, and abuse.

__Opponents of privatization point out that many of the companies which are applying for government
contracts to manage the welfare system have no experience in this field. Some of these companies are
large defense contractors, more concerned about making profits than making the welfare system run
-better. These are the companies that have a record of selling 700 dollar hammers to the government.
Opening up the welfare system to private interests invites corruption, "high-priced lobbyists, and
ridiculous campaign contributions to get big contracts. We should leave the running of the welfare
system to public employees who are not out for profit.

44, Sometimes during the course of a survey like this, people change their minds. Do you favor or
oppose privatization of state welfare systems? [IF FAVOR/OPPOSE:] Do you (favor/oppose)
this strongly or not so strongly?

Favor/strongly . ... ... .. ot 26 46
Favor/notso strongly .. ............ 20
Oppose/notso strongly . ........... 14
Oppose/strongly . . ... ... ... ... .. 29 43
{Don‘tknow} ........0viveneenn 11

Lake Sosin Snell & Associstes



45, In the statements about privatizing state welfare systems which | just read you, what stands
out in your mind as most important?

Supporters
Private companies can run wel!fare systems morecheaply ... .............. 5
More efficiently than government , . . . . . . . . .. it i e e 7
Governments have been running the welfare system for 60 years ........... 1
Hard to imagine anyone could doworse ............ e e e e e e s 4
Public employees who run the welfaresystem . ........................ 0
10 T e o - 0
More concerned about keeping their governmentjobs . .. ................. 3
Not getting people off welfare . . ... . ... ... ... .. . . . . i, 2
They benefit from keeping things the way theyare ..................... 0
They are fighting againstreform . .. ... ... ... ... it 0
Put private companies inchargeof welfare .. ... ... ... ... ... . . ... o
Run the welfare system more like abusiness . ... .. ... ..., 3
Cut down on waste, fraud, andabuse ................. ... ... ..., 6
Opponents
Many of the companies have no experience inthisfield .................. 4
Some of these companies are large defense contractors .. ................ 2
More concerned about making profits than making the system run better ..., ... 9
Same companies that sell $700 hammers to the government . . . ............ 3
Opening up the welfare system to private interests invites corruption ......... 7
High-priced lobbyists . .. . .. ... . . i e e 1
Ridiculous campaign contributions . . . . .. . . o ittt e e s e e e 0
Bigcontracts . . .. ... e T 0
Leave the running of the welfare system to public employees .. ............ 3
Who arenotout forprofit . ... ... . . . i i i i e 0
COST COMCEITIS « « v v v v v v b s m s e e e ettt te et e ittt e e e e na st ens e 0
INVITES COMPUPLION . . . . it it it e et i e vt e b e s e e e e s 1
people will fall throughthe cracks .. ..... ... .. . ... 4
Support/favor {general) . . .. ... ... e e 3
Oppose/against (general) . . ... .. i e e e 7
0 {3 - 5
3 1o 43 1 3 ()
(o I < 2 1o X 22 S 12

[END SPLIT SAMPLE C -- GO TO Q.48 or Q.49]
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SPLIT SAMPLE D
Now let me read you two statements that supporters and opponents of privatizing state welfare
systems have made.

ROTATE

__Supporters of privatization say that private companies can run welfare systems more cheaply and
more efficiently than government. Governments have been running the welfare system for sixty
years now, and it is hard to imagine how anyone could do a worse job. The public employees who
run the welfare system, and their unions, are more concerned about keeping their government jobs
than in getting people off welfare. The public employee unions benefit from things staying the way
they are, so they are fighting against reform. By putting private companies in charge of welfare, we
will run the welfare system more like a business, and will cut down on waste, fraud, and abuse.

_ Opponents of privatization point out that many of the companies which are applying for
government contracts to manage the welfare system have no experience in this field. Many are
defense contractors who do not have the expertise to really help entire famities. Large out-of-state
and multinational companies may easily put the quickest, biggest profits ahead of positive, long-
term results and taking care of children and all families on welfare. This important work should be
done by local people who understand our state and have the right skills, not people working in large
out-of-state or multinational corporations. When a person applies for welfare, the government has
to keep that information secret. But corporations will not be accountable for protecting people’s
privacy. And privatization will cause local public employees to lose their jobs.

46, Sometimeas during the course of a survey like this, people change their minds. Do you favor
or oppose privatization of state welfare systems? [IF FAVOR/OPPOSE:] Do you
{favor/oppose) this strongly or not so strongly?

Favor/strongly . . ... . i i e e e e e s 25 45
Favor/not so strongly . . - . . o oot o it e e e e s 20 -
Oppose/notsostrongly ......... ...t innieansnan 18
Oppose/strongly . . . .. ... e e 26 44
(DONtkNOowW) . ..ot e e 11

Lake Sosin Snell & Associates
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47, In the statements about privatizing state welfare systems which | just read you, what stands
out in your mind as most important?

Supporters

Private companies can run welfare systemsmorecheaply .. ... ............ 5
More efficiently than government . . . . . .. . . .. ittt it e e 5
Governments have been running the welfare system for60vyears ........... 2
Hard to imagine anyone could doworse . ... ... . ... ... 4
Public employees who run the welfare system . .., ... ... ... ..., 0
L1 LT T - 0
More concerned about keeping their governmentjobs . . ... ... ............ 3
Not getting people off welfare . . . . . .. . .. . it i i e e 3
They benefit from keeping things the way theyare ..................... 0
They are fighting against reform . . ... ... . ... i it eennn 0
Put private companiesin chargeof welfare . . . ... ...... ... ... ... ... ... 1
Run the welfare system more likeabusiness . ... ... ......... 0. .... 3
Cut down on waste, fraud, andabuse ............. ... ... ... .. ... .. 6
Opponents

Many of the companies have no experience in thisfield .................. 7
Large defense COMraCIONS & . . o v it i v it ittt ettt e et e e e e eeee e 2
Lack the expertise to help familiesand children . . ... .. ... .. ... . ... ..... 3
Large companies will put profits ahead of children and families . ............ 5
Making the system work well ... ... ... . .. ... . 0
This work should be done by people from our area who understand our state .., . 8
Have theright skills . .. .. .. ... . i i e s 0o
Not people who work for large corporations . .. . ... .. ..., 0
From out of state or from foreign countries . . .. .. ........ ..., 1
The government has to keep personal information secret . ................ 1
Large corporations will not be accountable for protecting people’'s privacy .. ... 1
Privatization will cause our local public employees to lose theirjobs . ......... 3
COST COMCBITIS & » v v st v v ot et e et s et et st i eaee s st ae e eena s 2
INVITES COMTUPLION . & o . o v i it i ittt et et et et e e b s e e et i e e e 2
people will fall throughthecracks . ......... .. .. i, 3
Support/ffavorigeneral) . . . . . .. L e e e e e e 4
Oppose/against {general) . .. .. . . ... i e e 7
Other e e e et e [P 1
NOthing ... i i i i i s ittt s e e 1
Dontknow .. ..........ccuvu.. e e e et e e 16

[END SPLIT SAMPLE D - GO TO Q.48 OR Q.49]
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Now, | am going to read you a series of statements about privatization of state welfare systems.
Please tell me whether, for you personally, each is a very convincing, somewhat convincing, not too
convincing, or not at all a convincing reason to OPPOSE privatization of state welfare systems.

{PROBE AFTER EVERY THIRD: Is that a very convincing, somewhat convincing, not too convincing,
or not at all convincing reason to OPPOSE privatization of state welfare systems.

[ROTATE Q48 TO Q60]

SPLIT SAMPLE A

48,

Many of the companies which are applying
for government contracts to manage the
welfare system have no experience in this
field. Some of them are defense contractors,
and may not have the sensitivity and

training to help people make the difficult
transition off of welfare

..................

SPLIT SAMPLE B

_ 49,

Many of the companies which are applying

for government contracts to manage the

welfare system have no experience in this

field. Some of them are defense contractors

like Lockheed-Martin and may not have

the sensitivity and training to help people make
the difficult transition off of welfare . . ...... ..

SPLIT SAMPLE A

_ 50,

Many of the companies, like defense contractors,
which are applying for government contracts to
manage the welfare system are more

concerned about making profits than

making the welfare system run better . .. ... ...

SPLIT SAMPLE B

_B1.

Many of the companies, like defense contractors,
which are applying for government contracts to
manage the welfare system are known for waste,
fraud and mismanagement. They’'re the people

Very
conv

who charged the government seven hundred dollars

for a hammer

40

Smwht Not too
conv

31

34

35

26

Not at

conv all conv DK

21 11 4

19 14 4

15 12 4

17 15 2

Lake Sosin Snell & Associates



Very Smwht Nottoo Not at
conv conv conv all conv DK

SPLIT SAMPLE A
_52. Opening up the welfare system to private
interests invites corruption. One company,
Maximus, was trying to get the contract to
run West Virginia's welfare system, so they
paid off a former high ranking welfare official
from West Virginia . . .................... 28 33 20 12 8

SPLIT SAMPLE B
__53. Opening up the welfare system to private
interests invites corruption. One company,
Maximus, was trying to get the contract to
run West Virginia's welfare system, so they
paid off a former high ranking welfare official
from West Virginia. Do we really want highly-paid
lobbyists making political contributions to try to
get contracts for wealthy corporations who want
to make huge profits from welfare? .......... 30 27 20 19 4

SPLIT SAMPLE A
__54. Public employees from our state should
run the welfare system in our state. This
important work should be done by local people
who understand our state, not people working
in large out-of-state or multinational corporations . 40 32 14 10 3

SPLIT SAMPLE B
__55. Privatization will cause local public employees to lose
their jobs. Large out-of-state and multinational
companies will take jobs away from hardworking
people we know. This can’t possibly help
our state’'seconomy . ... .. ..., .. e 26 29 22 18 4

SPLIT SAMPLE A . -
__56. When a person applies for welfare, the government

has to keep that information secret. But corporations

will not be accountable for protecting people’s privacy.

Do we really want to let private companies have

sensitive information about who’s applied for welfare

or food stamps? . ........ .. ... e e 29 26 23 20 3

SPLIT SAMPLE B
__57. Because private companies are mainly concerned
with profits, they will help only those welfare
beneficiaries who are easiest to place in jobs and
will avoid helping the most difficult and urgent
cases. It's not fair that some people will be denied
benefits because they are not as profitable for large
COFPOrAtioONS , .. .. .. v i i v vns s ionens 28 32 17 18 4

. Lake Sosin Sneil & Assoclates
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Very
conv

SPLIT SAMPLE A

_58.

Privatization sounds good because some people

think it will lead to saving money and more efficiency.
But look at the greed, corruption and cost overruns

we have already seen from these large corporations
that contract with the government. This would

be a nightmare, and there would be little
accountability to the taxpayers ............. 30

SPLIT SAMPLE B

_59.

Privatization sounds good. But what happens when
non-profits or businesses decide they do not want to
handle the welfare functions anymore, aren't making
enough money, or want to go into something else?
This would lead to total chaos when these functions
are dumped back onto state and local government 30

SPLIT SAMPLE A

__60.

Running the welfare system is just too big a job for

a non-profit organization like the YMCA to handle.
They may have good intentions, but what's going

to happen when they aren’t able to handle all the
demands of running a welfare system? . ....... 30

Smwht Nottoo Not at

conv

28

29

27

conv all conv DK

20 16 5

20 17 4

22 16 6

Lake Sosin Snelf & Associates
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RESUME ASKING EVERYONE

61. You've heard a lot of information about privatization of state welfare systems. Sometimes
over the course of a survey people change their minds. Do you favor or oppose privatization
of state welfare systems? [IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly or not

so strongly?

Favor/strongly .. ... ... .. ... 42
Favor/notso strongly . ... ..........
Oppose/not so strongly .. . .........
Oppose/strongly . . ............... 47
(Dontknow) .............4....
62. If a candidate for state office were in favor of privatizing the welfare system in your state,

would you be more likely to vote for that candidate, less likely, or would it not make any
difference to your vote? [IF MORE/LESS LIKELY:] Would be much (more/less) likely or

somewhat (more/less} likely to vote for that candidate?

Much morelikely . ... ... ..........
Somewhat more likely .............
Somewhat less likely ..............
Much lesslikely .. ................
No difference ...................

(Don'tknow) . .................

RESUME ASKING EVERYONE

27

36

Thank you. The few remaining questions are for classification purposes only.

63. Generally speaking,.do you think of yourself as a Republican, a Democrat, an independent,
or something else? [IF REPUBLICAN OR DEMOCRAT ASK:] Do you consider yourself a
strong {Republican/Democrat} or a not so strong (Republican/Democrat)?_[IF INDEPENDENT
ASK:] Would you say that you lean more toward the Republicans or more toward the

Democrats?

strong Republican .. ..............

not so strong Republican
indep. leans Republican

independent .............. ...,

indep. leans Democratic
not so strong Democrat

strong Democrat .................
dk/nafother . ... ....... ... ... ...

............

34

38

Lake Sosin Snell & Associates
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64./65.

66.

67.

68.

69.

What is your age? IF REFUSED: | am going to read you some age categories.

Stop me when we get to your category:

1B-24 years . ... ...t 8
28-20 L e e e 8
30-34 L e e 8
36-39 ... e e 11
40-44 e 10
45-49 L e e 2]
BO-Bd .. e g
BB-59 .. e e 8
60-64 .. ... ... ... e 7
OverB4 .. ....... .t nnn. 21

{refused/don't know) .............. 2

Married ................... ... 59
Single ... .. e 20
Separated/divorced . ............... 2
Widowed ........... 0000 nn. 12

{Don‘tknow} ............0.0.0... 1

Employed ............... ... ... 556
Athome . ... ... ...t innns 42
(Dontknow) . ......... ¢ vuuu.. 3

Employed . ......... 0 i, 57
Athome . ... ... ... s 37

(Don'tknow) . ........cuiueuun.n 6

What is the last year of schooling that you have completed?
[CIRCLE ONE - DO NOT READ]

1-11thgrade .. ........ e s 8
High school graduate . ....... Ceee 33
Non-ceollege post H.S.{(e.g. tech) ....... 5
Some college {jr. college} ........... 22
College graduate ... .............. 23
Post-graduate school ............... 7

(Don't know} ... ...t v s 1

[IF MARRIED MALE] Does your wife work, half-time or more outside the home, or would you
say that her work is mainly at home?

[IF FEMALE RESPONDENT] Do you have a paid job, half-time or more or would you say that
your work is mainly at home?

Lake Sosin Snell & Associates
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70./71.

72

73.

74.

What is your race? Do you consider yourself an Hispanic, Latino or a Spanish-
speaking American?
White . . . . .o e e e e e e e 79
Black . ... ... i e e e e, 9
Hispanic (Puerto Rican,
Mexican-American, etc.) . ... ....... 7

Native American .. ................ 1

[Other) ... v it e e et e e e e 3

{Don't know/refused) ............. 2

Are you or is any member of your household a member of a labor union or teachers’
association?

- Y- 21
3 ' 77
{don'tknow} . .. ..... . iennn. 2

' - 17
No .......... e e e e e e, 81
don‘tknow) . ..... ... viv .. 2

What is your zip code?

And finally, strictly for verification purposes, can | have just your first name?

And your phone number to make sure it is correctly marked off of our list?

That completes our public opinion survey. Thank you very much for your time and cooperation, and

have a pleasant {day/evening).

Lske Sosin Snell & Associates
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MICHAEL WISEMAN
Victing $otmlar

January 28, 1997
To: Ron Haskins

From: Micheel Wiseman 5{ K a{@.’, o

Re:  Wisconsin Works Waivers and Relsted Matters

. ——

Ron, thiz memo summarizes where we stand on Wisconsin Works (W-2) as 1 understand
things. Please pass this cn subject to the proviso that I'm working strictly from my capacity as
Vice Chair of Governor Thompson's Wisconsin Works Menagement snd Evaluation Steering
Committee, and I am principslly concerned with azsiring that evaluation is done well. Getting
evaluation going requires thal we reach apreement on what the program, and the budget for
operation and evaluation, will be. I will send 2 copy of this meme to Jean Rogers; if I'm off track,
you can be assured we'tl both hear about it.

There are three interrelated prodlems: (1) The waivers required for W-2, (2) Wisconsin®s
claim on federal funds gencrated by cost saving genersted prior to passage of the Perscual
Respansibiliy and Work Opportunity Reconcilistion Act (PRWORA), and (3) state support for
the New Hope project.

Whaivers. Wisconsin stll needs foderal appraval to realize afl of the Wisconsin Works
plan. For the most part, the reason js that W-2 integrates Food Stamps, AFDC, Child Cere, and
Health Insurance, and PRWORA primarily addrexses AFDC. By program, here's what the state
needs. T have listed what appear from a strategic standpoint 10 be the most importand issues firsi.

Healh Wisvonsin cannot impitement the W2 health insurance program at all

Insurance becanse Congtss failed 1o pass 8 Medical Assistance Block Grant. W2
calls for provision of gccess to health insurance for all low-income
households with children who lack access to employer-based heslth
msurance, regardicas of TANF satus. Copayments will be required of
all parricipants, but copayments vary inversely with income and family
size. Existing Medicaid beneficiaries will be sutomatically enrolled in
the program, and inmuranca payments for participants in W2 Transitions
and Commanity Service Jobs activitics will be automatically deducted
from grams. W-2 effectivdy commits the state to providing means-
lested universal access 10 health insurance; 1 cannol understand why the
administration is refuctant to sec if the state will defver.

Telophone: (212) 3333406 PAX: QI2) 7354735 Forni): WISEMANGRSAOLORO
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To Ron Hagking, repgarding W-2 requirements, continued page 2

Food Stnmps Here the tevil lics in the dewndls. The state needs:

® Authority to subcontract with nongnvemmental organizations for
Food Stamps delivery—as will be done with many other W-2
related gervices. (Most important.)

® Authority to sanction non-compliance with work and training
requireznent on an hourly basis—at is done in AFDC under the
state’s “Pay for Performancec™ initiative and will be dope for the
W2-Trnsitions and Conymunity Service Jobs tiers under TANF.
(1 understand that prefiminary approval has been given for this
provision.)

e Anthority W vary the treatment of earnings in Food Stemp benefits
calculations in order to keep marginal benefit redhiction rates for the
combined W2 health insurance, child care, and Food Stamps pack.
age as Jlow a5 posiible.

& Authority (o contitue to operate the ’ate’s Food Stanmp Employ-
ment and Treining (FSET) Program in an integrated One Stop Job
Center program that combines FSET with ather welfare-to-work.
programs as provided uoder PRWORA. This includes the state’s
technical coliege match program. I'm panicufarly concerned about
this because it offers an avenue far some training efforts. Whea [
last checked the siaie’s FSET grant had not been approved; this

includes the techmical collega componsnr.
Temporary Here the state recks to establish an integrated budpet as well as eoncis-
Assistagce for  tency with TANF. They need:

Needy Fami-
lies (TANF) ¢ Authority to apply federal savings from reduced Food Stamp and
Medical Assistance costs brought about by W-2 10 expenses in-
ourred for W-2 expenses regardless of recipient class. (Mot impor-
1ant.)
& Anthotity to apply s sixty dsy residency requirement. it
& Federal pacticipation in costx incurred by pessing all child suppart
payments directly through to partlcipanis
As you can ses, lhese requirements crogs-cut programs and agencies. Were the requests
ad hoc, there would be good resson for the sdministration (o be skeptical. We bebieve, however,
that W2 fits togcther as a uniquely work-oriented reform. The state can implement snmething
epproxamately Jike what W2 proposes withou! additional feders! approval. Nevertheless, we
believe it very important, both from the state and national vicwpomts, (o implement the program
and to monitor carefully the outcome. We imdersiand that stewardship of federal dollars as well

Tulephone; (213) 3483404 _ FAX: (203) T35A7Y Eeoail WISEMANGREAOLCIRO
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To Ron Hasking, regarding W-2 requirements, continued Jage 3

a8 cancern for the well-being of families calls for active federal participation and oversight. This
is why our waivers proposal called for & “new partnership” between federal agencies and state
government in designing and nnplmncnuM its evaluation. So far, all the administration has done
with our language on this one is to incorporate it in its own request for proposals for on-gaing
demonstration evaluation. We had difficulty in respending (o that request because wo =till don't
know where we are on progran.

We balieve a major part of the problem is that in this administration Lhe ultimnate decision
on this collection of proposals must be made in the White Housc. We believe that W2 can be
effectively presented only as & whole, but there is neither interest nor capatility for doing this
amantg the various individua! federal agencies involved, That's why we need your help in gaining
White House allention, and why we very micch sppreciste willingness an the White House sids to
git down with me end discuss the W-2 concept us s whole,

Waiver Savings. Since 1987 Wiscansin has negotiated with the federal poverrmnent 2
number of agreements conceming access Lo federal funds saved by the state's reforms. Thege
“waiver savinge™ have been a significant poo! of resowrces for on-going reformi efforts, and they
constifute the basis for much of the incresse in the state's employment and training effost under
JOBS. The funds have be used wisely and careful busbanded to assure that resources will be
available for sustaining the welfare-to-work effort.

As of July 1, the statc has a federal wniver savings fund of about $90 millien. By
agreement, this fund wes “capped” but the funds were available for filire use. This money was
included in plans for W2 implementation and evaluation. However, the state has now been

‘informed that the Personal Responsibility and Wark Opportunity Act supersedes all such

sgreements, and that (he siate’s claim on federal rezources is defined solely on the basis of the
forrmula prescribed by Congress for allocation of the TANF block grant,

Needless Lo say, the state disputes this interpretation. Should the issue not be resolved
with resteration of the block grant funds, resources for services and evaluation will be curtailed.
Implementation will proseed, but at greater cost to the statc's taxpayers. Tt is our position that
the TANF formule atready penslizes states that accomplished caseload reduclions relatively earfy,
and that penelizing the state for good stewardship of its waiver savings claims relating to past
perinds compounds the problem.

New Hope. Paradoxicafly, while the Clinton Administration was arguing that acoess to
past waiver savings by the state was foreclosed by PRWORA, the administration has announced
that claims on fufure eavings generaled by the New Hape thar wera established by federal
legicletion should now be honored by the state. Approximately 53.§ million is needed from state
and federal sources 1o complete the New Hope demonstration. If this maney cannot be found, the
return to extensive federal, local, philanthrapic, and state imvestment wifl be curtailed,

Tolopbona: (313) 343-940¢ Pax:211) 7354739 Lomadl: WISFMANGRSAGEORC
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To Ron Haskins, regsrding W-2 requirements, continued page 4

The New Hope claim is based on Congressiona! extivn directing the U.S. Department of
Health and Human Services to pay the project an amoum equal to savings in AFDC, Food
Stanms. end other ransfer programs generated by its operation.  As has been true for the state’s
own reforms, the negotiation of procedures for calculating such savings has been protracied.
Since Medicaid and Foad Stamps were not elicinaied by PRWORA, about $600,000 of the 3.5
million may still be generated. However, $2.9 million in projected uvmgs at the federal levd are
now, it iz claimed, coniained in the TANF block grant. )

These savings were calculaied nnd projected on the basis of AFDC experience. We do not

- believe the formulas or the projections to be applicable under W2. New Hope is an interesting

program, and it shares some festures with W2. However, participation in New Hope is voluntary,
end mnst of the experience gained inder New Hope reflects an envirorment in which persons
enlisted in New Hope aloays had AFDC 15 a fallback The relevance of the Nesv Hope putcomes
to state palicy is therefure questionuble. In any event, a strong case can be mude thut W2 savings
geaerated by continued operation of New Hope will not amount to $2.5 million. Thws what the
federa] government and the New Hope board are asking the state 1o do is to honer both the
federal government’s cormi{ment and its forecast.

Jean avd 1 have not yet taken the New Hope issue to the W2-MEP aeering commiteee,

‘but our educazed guess iz that the members will sgree that there is much in New Hope that would

be aof use ta us in planning W2 mplementation. I think the interests of New Hope would be better
served by getting the “waiver savings” jssoc off the tablc and trying to come up with a single
federal and state compnitment that will assure that commitments made to New Hope participants
will be honared and that the New Hope demonstration will be completed. Jean says that she

“thinks state money can be found for New Hope if the waiver saviags issue 9 resolved. I under-

stand that ACF has hinted that the administration will find other resources for this purpose; this
seems Lo undercul the whole idea of devolutiou of authotily for wellme reform to stale govem-
menL I'm not exaclly & neutral here. [ am on the New Hope National Advisory Committee and
both Carol (my wife) and I are working on the MDRC New Hope evaluation.

1 hope thisis useful. T have tried o strike a balance between delail and generslity. The
imporiant point is that the walvers, waiver savings, and New Hope issnes are interrelated, and
there is no reason for the gtate to negotiate with persons who cannot spproach them as a group.
Please let me know if you have any other questions, thovghts, or suggestions that might help.

Please ymderstand that this swomary is nry awn, and 1 may err in minor detail. But T think

it important that this matter be conducted on an unofficial basis in order 1o establish jusi what
might be accomplished if we can get the principals back together.
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Record Type: Record

To: See the distribution list at the bottom of this message

cc: Barry White/OMB/EQP, Keith J. Fontenot/OMB/EOP
Subject: Privatization

| was talking with Anne Lewis, NEC, this morning about the differences between Texas and
Wisconsin. | thought that you might be interested in a better description of Wisconsin. A quick
and dirty summary is that Wisconsin focuses more on privatization as a mechanism to improve
program performance while Texas' approach is more focuses on improving cost effectiveness.
Although each State is striving towards both goals.

This description has been added to the agency paper.

Wisconsin Works

The Wisconsin Works (W-2) demonstration proposal is a Statewide project which, in
part, would establish competitively-bid County contracts with public or private agencies.
The public or private agencies would be responsible for certification actions such as
gathering client eligibility information, conducting eligibility interviews and imputing data
for those food stamp households which are subject to W-2 requirements. The
contracted agencies would not have any responsibility over the States’ computer
system.

There are 72 counties and 11 Indian Tribal Organizations(ITO) in Wisconsin. In 61
counties, the County Social or Human Services Department earned and exercised its
right of first selection to administer the W-2 project. Two ITOs also earned the exercised
the right of first selection. Therefore, competitively-bid contracts will be awarded for the
W-2 project in 11 counties and 9 ITOs. However, the State could, at some point in the
future, contract with a private agency for the W-2 project in a County office that does
not meet a specified level of performance.

Private organizations that are awarded contracts may perform aspects of the
certification process that are currently required to be handled by merit employees. The
W-2 employees would be responsible for food stamp households that are subject to
work requirements. Food stamp households that are exempt from W-2 requirements,
such as the elderly and disabled, will continue to be certified by public employees.

The State, presuming the Department of Agriculture's approval of its waiver request of
the merit system requirements for the Food Stamp Program, released its Request for
Proposals (RFP). While the State can issue the RFP without USDA'’s approval, they
will need to hear back from USDA in order to award the contract. State officials have



advised that the contract process has been completed for one County (with over 60
percent of the State caseload) without the inclusion of the Food Stamp Program.
Contracts have been awarded to six private, non-profit agencies.

Message Sent To:

Kenneth S. Apfel/OMB/EOP
Elena Kagan/OPD/EOP
Diana Fortuna/OPD/EQP
Cynthia A. Rice/OPD/EOP
Anne H. Lewis/OPD/ECP




	DPC - Box 064 - Folder 003

